94tli  Congress,  1st  Session 


House  Document  No.  94-75 


EEPORTS  OF  THE  QUADRENNIAL  ADVISORY 
COUNCIL  ON  SOCIAL  SECURITY 


COMMUNICATION 

FROM 

SECRETARY  OF  HEALTH,  EDUCATION, 
AND  WELFARE 

TRANSMITTING 

THE  REPORTS  OF  THE  QUADRENNIAL  ADVISORY  COUNCIL 
ON  SOCIAL  SECURITY,  PURSUANT  TO  SECTION  706(d)  OF 
THE  SOCIAL  SECURITY  ACT,  AS  AMENDED 


March  10,  1975. — To  the  Committee  on  Ways  and  Means  and  ordered 
to  be  printed  with  illustrations 


U.S.  GOVERNMENT  PRINTING  OFFICE 
48-648  0  WASHINGTON  :  1975 


k'oT  sale  by  the  Superintendent  of  Documents,  U.S.  Government  Printing  Office 
Washington,  D.C.  20402  -  Price  $l.fl5 
Stock  Number  052-071-00439 


LETTER  OF  TRANSMITTAL 

The  Secretary  of  Health,  Education,  and  Welfare, 

Washington,  D.C.,  March  7,  1975. 

Hon.  Carl  Albert, 

Speaker  of  the  House  oj  Representatives, 

Washington,  B.C. 

Dear  Mr.  Speaker:  The  1975  Advisory  Council  on  Social  Security, 
appointed  pursuant  to  section  706  of  the  Social  Security  Act,  has  com- 
pleted its  study  of  the  social  security  program.  In  accordance  with  the 
law,  the  Council  reviewed  the  status  of  the  social  security  trust  funds 
in  relation  to  the  long-term  commitments  of  the  social  security  pro- 
gram, the  scope  of  coverage,  the  adequacy  of  benefits,  and  other 
aspects  of  the  program. 

As  required  by  the  law,  the  Council  has  submitted  reports  of  its 
findings  and  recommendations  to  me,  and  I  am  herewith  transmitting 
the  reports  to  you.  I  have  also  sent  the  reports  to  the  President  of 
the  Senate. 

Sincerely,  *    /  .  ^ 

Caspar  W.  Weinberger, 
•   '*  Secretary. 
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LETTER  OF  SUBMITTAL 


The  University  of  Rochester, 

Rochester,  N.Y.,  March  6,  1975. 

Hon.  Caspar  W.  Weinberger, 

Secretary  oj  Health,  Education  and  Welfare, 

Washington,  B.C. 

Dear  Mr.  Secretary:  The  reports  of  the  Advisory  Council  on  Social 
Security,  appointed  by  you  in  April  1974,  are  enclosed  herewith  for 
transmission  to  the  Congress  and  to  the  Trustees  of  the  Trust  Funds 
for  Federal  Old-Age  and  Survivors  Insurance,  Disability  Insurance, 
Hospital  Insurance,  and  Supplementary  Medical  Insurance,  as  re- 
quired by  section  706  of  the  Social  Security  Act. 
Sincerely  yours, 

W.  Allen  Wallis, 
Chairman,  Advisory  Council  on  Social  Security. 
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Section  706  of  the  Social  Security  Act  requires  appointment  every  4 
years  of  an  Advisor}^  Council  on  Social  Security  consisting  of  a  chair- 
man and  12  other  members  representing  the  general  public,  the  self- 
employed,  and  organizations  of  employers  and  employees.  The 
appointment  of  this  Advisory  Council  on  Social  Security  was 
announced  b}^  the  Secretary  of  Health,  Education,  and  Welfare  in 
April  1974. 

The  Advisory  Council  on  Social  Security,  according  to  the  law,  is 
required  to  review  the  status  of  the  four  social  security  trust  funds  in 
relation  to  the  long-range  commitments  of  the  social  security  program, 
the  scope  of  coverage,  the  adequac}^  of  benefits,  and  all  other  aspects 
of  the  program,  including  its  impact  on  public  assistance  programs 
under  the  Social  Security  Act.  (See  Appendix  C  for  the  statutory 
authorit}'  and  mandate  for  the  Council.)  The  Committee  on  Ways 
and  Means  of  the  House  of  Representatives  also  directed  this  Advisory 
Council  to  ''consider  the  role  of  the  social  security  program  in  pro- 
viding an  adequate  level  of  benefits  in  addition  to  an  equitable  benefit 
based  on  individual  earnings"  (Report  on  H.R.  11333;  November  9, 
1973).  In  addition,  the  social  security  Boards  of  Trustees  suggested 
that  this  Council  be  asked  to  stud}''  the  causes  and  ''ways  of  dealing 
with  the  emerging  long-range  actuarial  status  of  the -trust  funds" 
(House  Document  93-313,  June  3,  1974,  p.  37). 

While  the  Council  is  submitting  separate  reports  on  the  cash 
benefits  and  Medicare  programs,  as  required  by  the  law,  the  reports 
reflect  the  Council's  decision  to  focus  primarily  on  the  retirement, 
survivors,  and  disability  insurance  programs.  For  the  reasons  discus- 
sed in  the  report  on  the  Medicare  program,  the  Council  reviewed  only 
Medicare  financing.  The  reports  on  the  financing  of  Medicare  hospital 
insurance  (part  A)  and  of  supplementary  medical  insurance  (part  B) 
are  combined  as  the}^  were  in  the  reports  of  the  1971  Advisory  Council 
on  Social  Security. 

This  Advisory  Council  on  Social  Security  held  the  first  of  nine  2-day 
meetings  May  3  and  4,  1974.  Average  attendance  was  85  percent  of  the 
members  or,  in  a  few  instances,  their  representatives.  A  subcom- 
mittee of  four  Council  members  examined  the  financing  of  the  social 
security  program  and  the  assumptions  and  methodology  used  by  the 
Office  of  the  Actuary  of  the  Social  Security  Administration.  This 
subcommittee  was  charged  with  undertaking  the  study  suggested  by 
the  Boards  of  Trustees  in  their  1974  report.  Aiding  the  subcommittee 
in  its  work  were  five  of  the  Council's  consultants  from  outside  the 
Federal  Government,  three  of  them,  actuaries  and  two  economists. 
The  subcommittee's  report  and  the  report  of  the  actuarial  and 
economic  consultants  are  in  Appendix  A. 

Another  subcommittee  was  appointed  to  study  the  treatment  of 
men  and  women  under  social  security  with  respect  to  sex  and  marital 
status.  This  subcommittee's  report  is  in  Appendix  B. 
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The  Council  also  asked  a  Task  Force  of  four  Council  members  to 
deal  with  the  charge  from  the  House  Committee  on  Ways  and  Means 
to  examine  the  adequacy  and  equity  of  social  security.  In  addition,  this 
Task  Force  was  asked  to  examine  the  basic  philosophy  of  social  se- 
curity— its  purpose,  principles,  and  role  in  relation  to  means-tested 
programs  and  private  sources  of  income  protection.  The  Task  Force's 
findings  were  endorsed  by  the  Council  and  are  included  in  the  section 
of  the  Council's  report  dealing  with  these  subjects. 

This  was  the  first  Advisory  Council  on  Social  Securit}^  to  operate 
under  the  provisions  of  the  Federal  Advisory  Committee  Act.  All 
of  the  meetings  of  the  Council  were  open  to  the  public,  advance 
notice  of  each  meeting  having  been  published  in  the  Federal  Register. 
In  addition,  the  Council  invited  through  a  notice  in  the  Federal 
Register  and  a  press  release  public  comments  and  suggestions  about 
the  social  securit}^  program.  As  a  result,  the  Council  received  several 
hundred  letters  from  members  of  the  public,  organizations,  and  State 
and  local  officials. 

The  Council  wishes  to  express  its  appreciation  for  the  consultation 
and  advice  received  from  representatives  of  the  Department  of  the 
Treasury,  the  Department  of  Labor,  and  the  Office  of  the  Assistant 
Secretary  for  Planning  and  Evaluation,  Department  of  Health, 
Education,  and  Welfare.  Commissioner  of  Social  Security  James  B. 
Cardwell,  Deputy  Commissioner  Arthur  E.  Hess,  and  staff  of  the 
Social  Security  Administration  also  provided  invaluable  assistance. 
Among  the  staff,  we  would  like  to  give  particular  recognition  to  John 
Trout,  who  served  ably  as  Executive  Secretary  of  the  Council;  James 
E.  Marquis,  Assistant  Commissioner  for  Program  Evaluation  and 
Planning;  John  J.  Carroll,  Assistant  Commissioner  for  Research  and 
Statistics;  Francisco  Bayo  and  Lawrence  Alpern,  both  Deputy 
Chief  Actuaries;  and  Mary  Ross,  Director,  Division  of  Retirement 
and  Survivors  Benefits,  Office  of  Program  Evaluation  and  Planning. 

MEMBERSHIP  OF  THE  COUNCIL 

W.  Allen  Wallis,  Chairman,  Rochester,  New  York.  Chancellor  of 
the  University  of  Rochester,  and  a  former  special  assistant  to  Presi- 
dent Eisenhower. 

Stanford  D.  Arnold,  Brighton,  Michigan.  Secretary-Treasurer, 
Michigan  State  Building  and  Construction  Trades  Council,  AFL-CIO. 

John  W.  Byrnes,  Arlington,  Virginia.  Attorney;  former  U.S.  Repre- 
sentative from  Wisconsin  and  former  ranking  minority  member  of 
the  House  Ways  and  Means  Committee. 

Rita  Ricardo  Campbell,  Los  Altos  Hihs,  California,  Senior  Fellow, 
Hoover  Institution,  Stanford  University;  former  member  of  Presi- 
dent's Committee  on  Health  Services  Industry. 

Edward  J.  Cleary,  Flushing,  New  York.  Secretary-Treasurer,  New 
York  State  Building  and  Construction  Trades  Council,  AFL-CIO.  _ 

Rudolph  T.  Danstedt,  Bethesda,  Maryland.  Assistant  to  the  Presi- 
dent of  the  National  Council  of  Senior  Citizens. 

Edwin  J.  Faulkner,  Lincoln,  Nebraska.  President,  Woodmen 
Accident  and  Life  Company. 

Vernon  E.  Jordan,  Jr.,  Wliite  Plains,  New  York.  Executive  Direc- 
tor, National  Urban  League.  (Mr.  Jordan  was  unable  to  participate 
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in  the  Council's  work  and  was  represented  by  Thomas  E.  Mitchell, 
Washington,  D.C.,  Deputy  Director,  Washington  Bureau,  National 
Urban  League.) 

Elizabeth  C.  JSforwood,  Washington,  D.C.  Assistant  Research  Direc- 
tor, Eastern  Conference  of  Teamsters. 

John  J.  Scanlon,  Fairfield,  Connecticut.  Executive  Vice  President 
and  Chief  Financial  Ofl&cer  (Ret.),  American  Telephone  and  Telegraph 
Company. 

J.  Henry  Smith,  Maplewood,  New  Jersey.  Chairman  of  the  Board, 
Equitable  Life  Assurance  Society  of  the  United  States. 

J.  W.  Van  Gorkom,  Lake  Forest,  Illinois.  President,  Trans  Union 
Corporation. 

Arnold  B.  Weber,  Vice  Chairman,  Pittsburgh,  Pennsylvania.  Dean, 
Graduate  School  of  Industrial  Administration,  Carnegie-Mellon 
University;  former  Assistant  Secretary,  Department  of  Labor: 
former  Associate  Director,  Office  of  Management  and  Budget. 

CONSULTANTS  TO  THE  COUNCIL 

Phillip  Cagan,  Professor  of  Economics,  Columbia  University. 

Hugh  Conway,  Economist,  Office  of  the  Secretary  of  Labor. 

Martin  Feldstein,  Professor  of  Economics,  Harvard  University. 

Robert  Kaplan,  Professor  of  Industrial  Administration,  Carnegie- 
Mellon  LTniversity 

Robert  J.  Myers,  Professor  of  Actuarial  Science,  Temple  University; 
former  Chief  Actuary,  Social  Security  Administration. 

Sherwin  Rosen,  Professor  of  Economics,  University  of  Rochester. 

Charles  E.  Trowbridge,  Senior  Vice  President  and  Chief  Actuary,  The 
Bankers  Life;  former  Chief  Actuary,  Social  Security  Administration. 

Howard  Young,  Consulting  Actuary;  Special  Consultant  to  the 
President,  United  Auto  Workers. 


SUMMARY  OF  MAJOR  FINDINGS  AND 
RE  COMME  ND  ATIONS* 


A.  Cash  Benefits 


1.  PURPOSE  AND  PRINCIPLES 


The  earnings-related  OASDI  program  should  remain  the  Nation's 
primary  means  of  providing  economic  security  in  the  event  of  retire- 
ment, death,  or  disability.  It  should  be  supplemented  by  effective 
private  pensions,  individual  insurance,  savings,  and  other  investments; 
and  it  should  be  undergirded  by  effective  means-tested  programs. 
Future  changes  in  OASDI  should  conform  to  the  fundamental  prin- 
ciples of  the  program:  universal  compulsory  coverage,  earnings-re- 
lated benefits  paid  without  a  test  of  need,  and  contributions  toward 
the  cost  of  the  program  from  covered  workers  and  employers. 


The  provisions  of  present  law  for  computing  average  monthly  earn- 
ings, on  which  benefits  are  based,  and  for  adjusting  the  benefit  table 
in  the  law  to  changes  in  prices  may  result  over  the  long  range  in  unin- 
tended, unpredictable,  and  undesirable  variations  in  the  level  of 
benefits.  The  benefit  structure  should  be  revised  to  maintain  the  levels 
of  benefits  in  relation  to  preretirement  earnings  levels  that  now  pre- 
vail. Benefits  for  workers  coming  on  the  rolls  in  the  future  should  be 
computed  on  the  basis  of  a  revised  benefit  formula  using  past  earnings 
indexed  to  take  account  of  changes  during  their  working  lives  in  the 
average  earnings  of  all  covered  workers.  As  under  present  law,  benefits 
for  people  on  the  rolls  should  continue  to  be  increased  as  price  levels 
increase. 


The  provisions  of  the  present  retirement  test  should  be  modified 
so  that  beneficiaries  who  work  can  retain  more  of  their  benefits.  In- 
stead of  reducing  benefits  by  one  dollar  for  every  two  dollars  of  earn- 
ings above  the  exempt  amount  of  earnings,  as  under  present  law,  one 
dollar  of  benefits  should  be  withheld  for  every  three  dollars  of  earnings 
between  the  exempt  amount  and  twice  the  exempt  amount,  and  one 
dollar  for  two  dollars  above  that  level.  Also,  the  provision  under  which 
a  full  benefit  may  be  paid  for  any  month  in  which  a  beneficiary  earns 
less  than  one-twelfth  of  the  annual  exempt  amount  should  be  elim- 
inated, except  for  the  first  year  of  entitlement  to  benefits.  The  test 
should  be  based  on  annual  earnings. 

•The  Council's  findings  and  recommendations  reflect  a  concensus  of  the  Council  and  not  necessarily  the 
precise  view  of  any  individual  member  on  any  issue.  To  the  extent  that  Council  members  have  chosen  to 
express  their  differences  from  the  Council's  findings  and  recommendations,  such  expressions  are  contained 
in  the  section  of  statements  at  the  end  of  the  report.  Footnotes  at  appropriate  points  in  the  body  of  the  re- 
port call  attention  to  these  supplementary  statements. 


2.  BENEFIT  STRUCTURE  REPLACEMENT  RATES 


3.  RETIREMENT  TEST 
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4.  TREATMENT  OF  MEN  AND  WOMEN 

The  requirements  for  entitlement  to  dependents'  and  survivors' 
benefits  that  apply  to  women  should  apply  equally  to  men;  that  is, 
benefits  should  be  provided  for  fathers  and  divorced  men  as  they  are 
for  mothers  and  divorced  women  and  benefits  for  husbands  and 
widowers  should  be  provided  without  a  support  test  as  are  benefits 
for  wives  and  widows.  At  the  same  time,  the  law  should  be  changed, 
effective  prospectively,  so  that  pensions  based  on  a  person's  work  in 
employment  not  covered  by  social  security  will  be  subtracted  from 
his  social  security  dependents'  benefits.  Other  provisions  of  the  social 
security  program  which  are  the  same  for  men  and  women  but  which 
are  criticized  because  they  appear  to  have  different  average  effects  on 
men  and  women  (or  different  average  effects  on  the  married  and  the 
unmarried)  should  not  be  changed. 

..:  5.   OTHER  RECOMMENDATIONS 

(a)  Universal  compulsory  coverage. — Although  social  security  covers 
over  90  percent  of  workers,  the  gaps  that  remain  often  result  in  unwar- 
ranted duplication  of  benefits.  Social  security  coverage  should  be 
applicable  to  all  gainful  employment.  Ways  should  be  developed  to 
extend  coverage  immediately  to  those  kinds  of  employment,  especially 
public  employment,  for  which  coordinated  coverage  under  social  secu- 
rity and  existing  staff -retirement  systems  would  assure  that  total 
benefits  are  reasonably  related  to  a  worker's  lifetime  earnings  and 
contributions. 

(b)  Minimum  benefit. — Partly  because  of  the  gaps  in  social  security 
coverage,  the  minimum  benefit  is  frequently  a  ''windfall"  to  those, 
such  as  Federal  retirees,  who  are  already  receiving  a  pension  based 
on  earnings  in  emploj^ment  not  covered  by  social  security.  Almost  all 
workers  who  have  worked  in  social  security  employment  with  some 
regularity  become  entitled  to  higher  than  minimum  social  security 
benefits.  The  minimum  benefit  in  present  law  should  be  frozen  at  its 
level  at  the  time  the  new  benefit  structure  recommended  under  num- 
ber 2  above  goes  into  effect  and  the  new  system  should  not  pay  bene- 
fits exceeding  100  percent  of  the  indexed  earnings  on  which  the 
benefit  is  based. 

(c)  Definition  of  disability. — The  definition  of  disability  should  be 
revised  to  provide  disability  benefits  for  workers  aged  55  or  over  who 
cannot  qualify  for  benefits  under  present  law  but  who  are  so  disabled 
that  they  can  no  longer  perform  jobs  for  which  they  have  considerable 
regular  experience.  These  benefits  should  be  80  percent  of  the  benefits 
for  those  disabled  workers  who  qualify  under  the  present  law. 

(d)  Miscellaneous. — Further  study  is  needed  on  three  matters; 
the  effects  of  the  social  security  program  on  different  racial  and  ethnic 
groups,  ways  of  simplifying  the  social  security  program  and  its  ad- 
ministration, and  the  frequency  of  cost-of-living  adjustments  in  bene- 
fits. In  addition,  a  general  study  of  social  security  should  be  made  by 
a  full-time  non- Government  body,  covering  such  matters  as  funding 
vs.  pay-as-you-go,  possible  effects  of  social  security  on  capital  forma- 
tion, productivity,  the  proper  size  of  the  trust  funds,  the  incidence  of 
payroll  taxes,  and  other  basic  questions. 
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B.  FiXAXCIXG 
1.  ACTUARIAL  STATUS 

The  cash  benefits  program  needs  a  comparatively  small  amomit  of 
additional  financing  immediately  in  order  to  maintain  the  trust  funds 
levels.  Beginning  about  30  years  from  now,  in  2005,  the  program  faces 
serious  deficits.  Steps  should  be  taken  soon  to  assure  the  financial 
integrity  and  long-range  financial  soundness  of  the  program. 

2.  TAX  RATES 

(a)  Employee-employer . — Xo  increase  should  be  made,  beyond  those 
already  scheduled  in  present  law,  in  the  total  tax  rates  for  employees 
and  employers  for  cash  benefits  and  hospital  insurance.  However,  the 
OASDI  tax  rate  should  be  gradually  increased,  as  OASDI  costs  in- 
crease, and  the  increases  should  be  met  by  reallocating  taxes  now 
scheduled  in  the  law  for  part  A  (hospital  insurance)  of  the  Medicare 
program.  Income  lost  to  the  hospital  insurance  program  by  this  re- 
allocation should  be  made  up  from  the  general  funds  of  the  Treasury. 
Hospital  insurance  benefits  are  not  related  to  earnings,  so  should  be 
phased  out  of  support  from  the  pajToU  tax. 

(6)  Self-employed. — The  present  7-percent  limitation  on  the  tax  rate 
for  the  self-emploved  should  be  removed.  The  self -employment 
OASDI  tax  rate  should  be  the  same  multiple  of  the  employee  contri- 
bution rate  as  was  fixed  at  the  time  the  self-employed  were  first 
covered — 150  percent. 

3.  RETIREMEXT  AGE 

The  Council  recognizes  that  under  current  demographic  projections 
there  will  be  a  sharp  rise  in  the  number  of  people  who  ^vill  have  reached 
retirement  age  relative  to  the  working  age  population  in  the  first  several 
decades  of  the  next  century.  Although  the  Council  is  not  recommending 
an  increase  in  the  age  of  eligibility  for  social  security  retirement  bene- 
fits, the  Council  does  believe  that  such  a  change  might  merit  con- 
sideration in  the  next  century,  when  the  financial  burden  of  social 
security  taxes  on  people  still  working  may  become  excessive. 
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CHAPTER  1.— INTRODUCTION 


This  sixth  Advisory  Council  on  Social  Security  has  met  under 
conditions  that  are  without  precedent  in  the  history  of  the  social 
security  system. 

The  Council  itself  departs  from  precedent  in  being  the  first  Council 
not  to  include  among  its  members  any  of  the  men  and  women  who 
created  the  system  four  decades  ago,  and  in  having  no  member  who 
has  served  on  an  earlier  Advisory  Council.  This  Council  is  unique, 
also,  in  having  had  only  8  months  for  its  work  instead  of  the  normal 
20  months  or  more. 

This  1974  Council  differs  from  previous  Councils  in  having  carried 
on  its  work  entirely  in  public,  as  required  by  legislation  enacted  in 
1972.  One  consequence  of  this  was  that  before  this  Report  had  even 
been  drafted,  its  principal  recommendations  were  widely  published, 
often  with  substantial  inaccuracies. 

During  1974,  social  security  was  the  subject  of  a  great  deal  of 
attention  in  the  news.  Articles  and  commentary  appeared  in  news- 
papers and  magazines  and  on  television  that  were  often  bombastic 
and  inaccurate,  including  complaints  of  ''unfairness."  Charges  of 
''inefficiency"  were  heard  virtuall}^  for  the  first  time  in  the  history  of 
the  Social  Security  Administration.* 

Widespread  attention  was  given  to  the  annual  report  of  the  Trustees 
of  the  trust  funds,  published  in  June  1974.  Emphasis  was  placed  on  the 
Trustees'  estimate  of  a  serious  long-range  deficit  in  OASDI  (Old-Age, 
Survivors,  and  Disability  Insurance),  without  comparable  emphasis 
on  the  fact  that  the  estimate  depends  on  predictions  of  such  unpre- 
dictable factors  as  fertility  rates,  immigration,  inflation,  and 
productivity. 

Social  security  now  affects  our  society  and  economy  to  an  unprece- 
dented degree.  It  covers  more  than  9  out  of  10  jobs.  Its  payroll  taxes 
were  $72  billion  in  1974,  about  40  percent  of  ah  Federal  taxes  on 
individuals.** 

At  the  end  of  1974,  about  $6  billion  a  month  of  benefits  (including 
Medicare)  was  being  paid  to  over  30  million  people — about  1  out  of 
every  7  of  the  population. 

Also  without  precedent  are  current  demographic  trends.  After  a 
period  of  high  fertility  rates,  we  are  now  in  a  period  of  decline,  and 
fertility  rates  are  lower  than  ever  before  in  America — in  fact,  at 
levels  which,  if  sustained,  would  lead  eventually  to  a  declining  popula- 
tion. Since  social  security  is  essentially  a  pay-as-you-go  sj^stem,  bene- 
fits to  the  retired,  survivors,  and  disabled  being  paid  from  taxes  col- 
lected concurrently  from  those  still  working,  the  ratio  of  workers  to 

*Nearly  all  charges  of  inefliciency  were  directed  against  the  supplemental  security  income  program.  This 
is  not  part  of  the  basic  social  security  program,  although  it  is  administered  by  the  same  agency.  The  agency 
had  to  take  over  records  and  administration  from  State  welfare  systems.  Also,  Congress  made  last-minute 
changes  in  the  SSI  program,  just  a  few  days  before  the  agency  issued  the  first  checks  on  January  1,  1974. 

**The  figure  for  payroll  taxes  includes  employers'  contributions  as  taxes  on  individuals,  since  many 
economists  believe  that  the  employers'  share  falls  mostly  on  employees.  If  employers'  contributions  are  not 
included,  the  proportion  is  25  percent. 
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beneficiaries  is  of  critical  importance  in  determining  the  cost  to 
workers.  At  present  there  are  about  three  workers  to  support  each 
beneficiary,  but  it  is  estimated  that  if  current  trends  continue  there 
will  be  eventually  only  two  workers  to  support  each  beneficiary.  (The 
resulting  burden  on  those  still  working  may  be  offset  to  some  degree  by 
a  reduction  in  the  number  of  children  to  be  supported  and  educated.) 

Another  development  now  beginning  to  affect  social  security  to  an 
unprecedented  degree  is  the  changing  structure  of  the  family.  Social 
security  contributions  are  levied  on  an  individual  basis,  but  the  bene- 
fits are  awarded  on  a  famil}^  basis.  The  program  was  built  on  an  im- 
plicit assumption  that  most  people  marry  and  stay  married  to  the 
same  spouses  throughout  their  lives,  and  that  the  man  is  the  ''head  of 
the  household"  and  principal  source  of  the  income  on  which  others  in 
the  family  are  dependent.  For  half  a  century  divorce  and  remarriage 
have  become  increasingly  common,  with  not  only  two  but  three  or 
more  spouses  in  a  lifetime  becoming  less  unusual.  In  the  past  decade, 
formation  and  separation  of  families  without  legal  sanction  has  ap- 
peared, as  have  living  groups  that  are  dissimilar  to  the  traditional 
family.  Even  the  traditional  family  is  changing  greatly  in  the  degree  of 
its  dependence  on  an  economically  dominant  male.  In  1973,  about  42 
percent  of  married  women  participated  in  the  labor  force  at  any  one 
time  and  over  50  percent  at  some  time  during  the  year,  and  it  is  esti- 
mated that  90  percent  of  all  women  participate  at  some  time  during 
their  lives.  Earnings  due  to  ''second"  earners  have  become  a  sub- 
stantial part  of  family  finances. 

Another  recent  development  is  that  economists  intei^ested  in  such 
specialties  as  public  finance,  economic  growth,  welfare  theory,  econo- 
metrics, and  accountancy  have  begun  analyzing  various  aspects  of 
social  security.  Some  of  these  economists  express  concern  that  social 
security  may  have  a  depressing  effect  on  productivity  by  reducing  the 
flow  of  savings,  on  which  depends  the  supply  of  more  and  better  tools 
and  machines  for  workers.^ 

The  social  security  program  has  become  complex.  It  is  difficult  for 
people  to  understand  their  rights  and  to  determine  the  benefits  ihey 
should  receive  unless  they  obtain  assistance  from  social  security  em- 
ploj^ees  or  outside  experts.  Such  complexity  makes  the  system  vulner- 
able to  misinterpretation  and  uninformed  criticism. 

Increases  in  the  complexity  of  the  social  security  program  have  been 
accompanied  by  the  assignment  of  administrative  responsibility  to  the 
Social  Security  Administration  for  programs  that  are  not  social  insur- 
ance. Supplemental  Security  Income,  the  largest  and  most  recent  of 
these  new  programs,  has  already  been  mentioned.  Another  example  is 
the  program  of  special  benefits  for  victims  of  "black  lung"  disease. 
While  this  development  has  resulted  at  least  in  part  from  the  desire 
to  take  advantage  of  the  Social  Security  Administration's  organiza- 
tion, ability,  and  experience,  it  has  complicated  the  task  of  adminis- 
tering the  social  security  program  and  made  the  program  more  difficult 
to  understand. 


1  By  Mr.  Arnold,  Mr.  Cleary,  and  Mrs.  Norwood.  The  observation  that  social  security  may  have  a  ".  .  . 
depressing  effect  on  productivity  by  reducing  the  flow  of  savings  .  .  .  "  is  highly  speculative  and  contradic- 
tory. Economists  have  observed  that  employers  shift  the  cost  of  the  social  security  tax  to  individual  workers 
in  lieu  of  higher  wages,  or  pass  the  cost  along  to  consumers  via  higher  prices.  To  the  extent  this  is  done  em- 
ployer savings  are  not  affected  by  the  social  security  tax. 
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Another  condition  without  precedent  is  that  the  relationship  be- 
tween benefits  and  pre-retirement  earnings  now  depends  on  fluctua- 
tions in  wages  and  prices  rather  than  on  explicit  decisions  by  Congress. 
A  laudable  move  to  apply  automatic  cost-of-living  adjustments  to 
benefits  has  inadvertently  introduced  instability,  unpredictability,  and 
uncontrollability  into  the  relationship  between  purchasing  power  after 
retirement  and  purchasing  power  before  retirement.  (This  can  be  cor- 
rected; see  Chapter  3  of  this  Report.) 

With  the  convergence  of  so  many  unprecedented  developments,  it 
is  not  too  dramatic  to  say  that  the  social  security  program  is  at  a 
juncture  of  decisive  importance.  Major  aspects  of  social  security  that 
deserve  attention,  but  that  the  Council  did  not  have  time  to  analyze 
thoroughly,  include:  full  reserve  funding  vs.  current  cost  financing; 
the  effects  of  social  security  on  productivity,  capital  formation,  and 
private  savings;  the  relationship  between  private  pensions  and  social 
security;  and  the  appropriate  size  of  the  trust  funds.  To  lay  the 
groundwork  for  the  next  Advisory  Council  on  Social  Security,  a 
comprehensive  study  of  these  and  related  issues  should  be  conducted 
by  a  full-time  non- Government  body,  such  as  a  research  organization 
experienced  and  qualified  in  the  public  policy  field.  These  studies 
should  be  under  the  general  guidance  of  a  board  composed  on  much 
the  same  criteria  as  the  law  specifies  for  Advisory  Councils  on  Social 
Security.^ 

This  Council  decided  early  in  its  deliberations  to  focus  on  relatively 
few  topics. 

^  We  gave  priority  to  the  financial  soundess  of  social  security,  not 
only  because  the  basic  law  under  which  we  were  appointed  required 
it  but  also  because  of  urgent  concerns  recently  expressed  by  members 
and  staff  of  Congress,  especially  the  Ways  and  Means  Committee  of 
the  House  and  the  Finance  Committee  of  the  Senate.  At  our  first 
meeting  the  Chairman,  with  the  consent  of  the  Council,  appointed  a 
Subcommittee  on  Financing  (Rudolph  T.  Danstedt,  Elizabeth  C. 
Norwood,  and  J.  Henry  Smith,  with  Jerome  W.  Van  Gorkom  as 
chairman).  The  subcommittee's  work  was  the  basis  from  which  the 
Council  prepared  Chapters  3  and  7  of  this  Report.  The  subcommittee's 
report  is  Appendix  A,  and  the  report  of  its  actuarial  and  economic  con- 
sultants is  a  supplement  to  x^ppendix  A. 

We  gave  priority  also  to  differences  in  the  treatment  of  men  and 
women,  and  of  married  and  unmarried  persons.  This  was  partly  be- 
cause of  charges  that  the  social  security  program  discriminates  against 
women.  It  was  also  because  the  ''Equal  Rights"  amendment  to  the 
Constitution  may  be  nearing  passage  and  may  require  changes  in 
social  security;  and  even  if  the  amendment  is  not  adopted,  it  appears 
likely  that  the  same  effects  will  be  achieved,  though  less  alDruptly,  by 
court  decisions.  At  our  first  meeting,  the  Chairman,  with  the  consent 
of  the  Council,  appointed  a  Subcommittee  on  Treatment  of  Men  and 
Women  (Edward  J.  Cleary  and  John  J.  Scanlon,  with  Rita  R. 

2  By  Mr.  Danstedt.  I  question  the  need  and  desirability  of  utilizing  a  full-time  non-government  body  on 
a  volunteer  or  contract  basis  to  conduct  the  study  and  analysis  Congress  has  charged  a  Social  Security 
Advisory  Council  to  perform.  Given  time— which  was  not  allowed  to  the  1974-1975  Advisory  Council— 
a  Council,  as  a  sort  of  citizens'  review  board,  can  and  should  deflne  issues  that  need  study,  request  or  com- 
mission such  studies  from  the  experts  of  the  SSA  and  other  Government  agencies  and  outside  groups,  and 
then  assess  and  evaluate  the  opinions  advocated.  Non-governmental  sponsorship  of  research  is  no  guarantee 
of  objectivity. 
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Campbell  as  chairman).  Its  work  was  the  basis  from  which  the  Council 
prepared  Chapter  5  of  this  Report,  and  its  report  is  Appendix  B. 

Similarly,  we  decided  at  our  first  meeting  to  limit  our  consideration 
of  health  insurance  to  a  cursory  review  of  its  financing.  The  health 
field  alone,  had  we  reviewed  all  its  aspects,  would  have  been  as  much 
as,  if  not  more  than,  we  could  have  handled  in  our  8  months.  Further- 
more, it  is  receiving  extensive  and  intensive  study  in  connection  with 
proposals  for  national  health  insurance,  and  it  seemed  unlikely  that 
we  could  add  anything. 

At  our  second  meeting,  the  Chairman,  with  the  consent  of  the 
Council,  appointed  a  Task  Force  on  the  Purpose  and  Principles  of 
Social  Security  (Edwin  J.  Faulkner,  Stanford  D.  Arnold,  and  Thomas 
E.  Mitchell,  with  John  W.  Byrnes  as  chairman).  Its  work  was  the 
basis  from  which  the  Council  prepared  Chapter  2  of  this  Report. 

By  our  third  meeting  it  had  become  apparent  to  us  that  the  opera- 
tion of  the  new  automatic  cost-of-living  adjustments  to  benefits, 
enacted  in  1972,  required  correction — in  particular,  to  make  the  relation- 
ship of  benefits  to  wages  more  predictable,  more  amenable  to  congres- 
sional control,  and  less  subject  to  unpredictable  variations  in  prices 
and  wages — and  we  assigned  this  as  a  problem  of  high  priority,  through 
the  Subcommittee  on  Financing,  to  our  actuarial  and  economic  con- 
sultants. Their  work  is  reflected  in  Chapter  3  of  this  Report,  in  Ap- 
pendix A,  and  in  their  report,  which  supplements  Appendix  A  and 
contains  an  Addendum  on  ''decoupling." 

A  great  deal  of  comment  from  the  public  and  in  articles  or  talks 
about  social  security  centers  on  the  ''retirement  test" — the  withholding 
of  some  or  all  benefits  from  people  under  age  72  who  earn  more  than  a 
certain  amount  ($2,520  in  1975)  but  not  from  those  who  have  other 
income,  however  great,  or  are  older  than  72.  We  decided,  therefore, 
that  we  should  study  this  issue,  and  our  conclusions  are  in  Chapter  4. 

This  then  explains  the  major  emphasis  of  our  report.  A  number  of 
other  topics  that  we  considered  are  discussed  in  Chapter  6. 


CHAPTER  2.  PURPOSE  AND  PRINCIPLES  OF  SOCIAL 
SECURITY 

This  Council  decided  early  in  its  deliberations  to  review  the  original 
purpose  of  the  social  security  cash  benefits  program — now  called 
old-age,  survivors,  and  disability  insurance — and  to  reexamine  the 
role  of  the  program  in  light  of  today's  needs  and  the  principles  on 
which  the  program  is  based.  The  Council  also  considered,  at  the  request 
of  the  House  Committee  on  Ways  and  Means,  the  social  adequacy 
and  individual  equity  of  the  social  security  program.^  The  conclusions 
and  recommendations  of  the  Council  on  these  matters  are  based  on 
the  work  of  a  Task  Force  of  four  Council  members  which  was  formed 
to  study  this  subject.^ 

Section  1.  Historical  Development 

The  original  purpose  of  the  social  security  cash  benefits  program  is 
reflected  in  the  1935  report  of  the  President's  Committee  on  Economic 
Security,  the  congressional  committee  reports  and  debates  on  the 
Social  Security  Act  of  1935,  and  other  public  records.  In  developing 
the  1935  Act,  the  framers  sought  to  establish  a  long-range  program  to 
prevent  a  recurrence  of  the  widespread  economic  plight  of  the  aged 
prevalent  during  the  depression  of  the  1930's.  The  basic  approach 
agreed  upon  was  a  contributory  Federal  social  insurance  program  that 
would  provide,  with  , -at  a  means  test,  benefits  to  help  replace  earnings 
lost  because  of  retirement  in  old  age.  The  purpose  of  this  program 
was  to  prevent  widespread  dependency  rather  than  to  alleviate 
dependency  after  it  occurred  and  to  do  so  in  a  way  complementary  to 
traditional  reliance  on  self-help  and  individual  and  collective  initiative. 

Both  the  worker's  contributions  and  the  benefits  he  would  be 
entitled  to  in  retirement  were  related  to  earnings.  Since  the  benefits 
were  intended  to  help  replace  earnings  lost  on  account  of  retirement  in 
old  age,  beneficiaries  would  have  to  meet  a  test  of  retirement.  But 
there  was  to  be  no  means  test.  Because  the  benefits  would  not  be 
subject  to  a  test  of  need,  workers  would  have  an  incentive  to  build 
up  other  resources — private  pensions  and  insurance,  savings  accounts, 
home  o\\TLersliip,  and  other  forms  of  property  which  reflect  thrift 
and  investment — so  that  they  could  maintain  a  higher  standard  of 
living  in  retirement  than  social  security  benefits  alone  would  support. 

The  Social  Security  Act  of  1935  also  established  a  system  of  Federal 
matching  grants  for  State  old-age  assistance  programs  that  would 
provide  payments  based  on  need.  The  purpose  was  to  alleviate  then- 
existing  poverty  among  the  aged  and  the  deprivation  that  might  arise 

1  In  November  1973,  the  Committee  on  Ways  and  Means  of  the  House  of  Representatives,  recognizing  the 
dual  role  of  social  security  as  a  system  whose  purpose  is  both  social  adequacy  and  individual  equity,  requested 
this  Council  ".  .  .  to  consider  the  role  of  the  social  security  program  in  providing  an  adequate  level  of 
benefits  in  addition  to  an  equitable  benefit  based  on  individual  earnings  levels."  (House  Report  #93-627, 
9  November  1973). 

2  The  members  of  the  Task  Force  were  Stanford  D.  Arnold,  Edwin  J.  Faiilkner,  and  Thomas  E.  Mitchell, 
with  John  W.  Byrnes  as  Chairman. 
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in  the  future  among  the  aged  whose  basic  needs  remained  unmet 
either  by  the  social  insurance  program,  private  efforts,  or  other 
means. 

Thus,  the  foundations  of  today's  three-part  income  maintenance 
system  for  older  people  in  retirement — social  insurance  supplemented 
by  private  means  and,  when  necessary,  means-tested  programs — 
were  established  by  this  country's  first  national  social  security  law 
and  were  built  upon  later  with  the  addition  of  protection  for  disabled 
employees  and  self-employed  people,  and  for  the  dependents  of  re- 
tired, disabled,  and  deceased  workers.  As  between  social  insurance 
and  means- tested  programs,  the  former  was  intended  to  have  the 
primary  role. 

The  heavy  reliance  placed  upon  the  social  insurance  approach 
reflects  the  importance  attached  to  preventing  widespread  dependency 
rather  than  alleviating  it  after  it  has  occurred;  to  having  employees, 
their  employers,  and  the  self-employed  contribute  toward  the  cost 
of  the  program;  to  conditioning  the  right  to  benefits  on  work  and 
relating  the  level  of  a  worker's  benefits  to  his  past  earnings;  and  to 
encouraging  individual  initiative  and  thrift  by  establishing  benefits 
without  a  test  of  need. 

The  cash  benefits  program  has  been  financed  since  its  inception 
b}^  an  earmarked  tax  levied  equally  on  employer  payrolls  and  em- 
ployee earnings.^  When  the  social  security  system  was  being  planned, 
and  at  times  since  then,  the  possibility  of  general  revenue  support 
for  this  system  was  considered.  However,  over  the  years  Congress 
has  held  that  with  minor  exceptions  (e.g.,  the  special  age-72  benefits) 
social  security  cash  benefits  should  be  financed  out  of  payroll  taxes. 
Such  financing  helps  distinguish  OASDI  from  purely  welfare  programs 
and  permits  greater  understanding  of  social  security  costs. 

Although  the  social  security  program  has  undergone  many  changes 
since  1935,  these  original  principles  have  been  preserved  and  are 
deeply  rooted  in  today's  system.  Together  with  compulsory  coverage — 
an  essential  characteristic  of  social  insurance  * — they  constitute  the 
basic  principles  of  both  the  original  contributory  social  security 
program  and  today's  old-age,  survivors,  and  disability  insurance 
program  (OASDI). 

Section  2.  Adherence  to  Fundamental  Principles 

The  earnings-related  OASDI  program  has  been  accepted  b}^  the 
American  people  as  the  Nation's  primary  means  of  providing  eco- 
nomic security  in  the  event  of  retirement,  death,  or  disability.  A 
contributory  national  social  insurance  system  that  aims  to  prevent 
widespread  dependency  by  providing  benefits  that  help  replace 
earnings  lost  on  account  of  retirement  in  old  age,  disability,  or  death 
should  be  preserved.  OAwSDI  lends  itself  well  to  supplementation 

3  When  the  self-employed  were  later  included  in  the  social  security  program,  a  separate  tax  on  self-employ 
ment  earnings  was  imposed. 

^  From  time  to  time,  questions  are  raised  about  the  need  for  compelling  participation  in  social  security. 
The  Congress  made  the  program  compulsory  from  the  beginning,  in  1935,  and  has  continually  reaffirmed 
the  need  for  compulsory  coverage  as  the  program  has  been  extended  to  additional  groups  of  workers  over 
the  years.  Since  the  effectiveness  of  social  security  in  achieving  the  objective  of  providing  general  economic 
security  and  preventing  widespread  dependency,  the  overall  equity  of  the  system,  and  the  soundness  of 
its  financing,  all  depend  on  compulsory  and  preferably  universal  participation,  it  is  clear  that  fi  choice 
today  between  compulsory  and  voluntary  coverage  is  really  a  choice  between  having  or  not  having  a  social 
security  program.  Without  compulsory  participation,  the  present  social  security  program  could  not  exist. 
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by  private  pensions,  savings,  and  other  individual  and  group  efforts 
to  provide  economic  security.  While  social  insurance  is  a  better  public 
program  for  income  maintenance  than  public  assistance,  effective 
means-tested  programs  to  provide  basic  income  for  people  with  low 
incomes  are  a  necessary  third  tier  to  meet  any  essential  need  for 
cash  income  that  OASDJ  and  private  resources  cannot  fulfill  in 
individual  situations. 

The  Council  recommends  strongly  that  future  changes  in  OASDI 
conform  to  the  fundamental  principles  on  which  the  social  security 
cash  benefits  program  has  always  been  based.  These  principles  are 
sound  and  can  be  relied  upon  to  help  assure  the  continuing  effective- 
ness of  OASDI.  Compulsory  participation  by  employees,  employers, 
and  the  self-employed,  with  coverage  as  nearly  universal  as  possible, 
is  the  only  practical  way  for  the  program  to  prevent  widespread 
dependency,  because  the  risks  of  income  loss  due  to  retirement  in 
old  age,  death,  and  disability  are  common  to  virtually  all  who  depend 
on  earnings  from  work.  Benefits  that  are  related  to  past  earnings  and 
that  are  independent  of  any  test  of  need  reinforce  individual  initiative 
and  self-reliance.  The  fact  that  covered  workers  contribute  toward 
the  cost  of  the  program  supports  the  principle  of  benefits  paid  without 
a  needs  test  and  encourages  a  responsible  attitude  toward  the  program. 

For  most  Americans,  earnings  from  work  are  the  main  source  of 
income  for  themselves  and  their  families.  When  those  earnings  stop  or 
are  sharply  reduced  because  of  retirement  in  old  age,  severe  and 
extended  disability,  or  death,  OASDI  benefits  are  payable  in  most 
cases  to  replace  part  of  the  lost  earnings.  Over  92  percent  of  those  now 
reaching  age  65  are  eligible  for  benefits.  This  percentage  will  increase 
in  the  future  under  present  law.  Also,  95  out  of  every  100  children 
under  age  18  and  their  mothers  have  survivorship  protection,  and 
about  80  percent  of  those  aged  21  to  64  have  protection  in  the  event 
of  long-term  disability.  These  percentages  will  increase  further  if 
coverage  under  social  security  becomes  more  nearly  universal,  as  the 
Council  recommends  (Chapter  6,  section  1). 

Section  3.  Preservation  of  a  Tripartite  System  of  Income 

Protection  ^  ® 

While  its  coverage  should  be  as  nearly  universal  as  possible,  OASDI 
should  not  be  expected  to  perform  the  entire  job  of  assuring  economic 
security  for  the  aged  and  the  disabled  and  their  families  or  for  sur- 
vivors. A  clear  understanding  of  the  respective  roles  and  relationships 
among  social  security,  private  efforts,  and  means- tested  programs  is 
essential  to  continued  orderly  development  of  effective  income  support 

5  See  the  statement  of  Mr.  Arnold,  Mr.  Cleary,  and  Mrs.  Norwood. 

•  By  Mr.  Danstedt.  We  do  not  have  any  system— tri-partite  or  three  tier  of  income  protection.  SSI  does 
provide  income  to  the  elderly  poor  at  a  level  below  the  poverty  level,  but  requires  a  means  test.  An  indi- 
vidual is  not  entitled  to  SSI  as  a  matter  of  right— only  if  he  meets  demeaning  eligibility  conditions. 

The  so-called  third  tier— for  all  practical  purposes— private  pensions— is  as  yet  an  unfinished  structure 
with  estimates  indicating  that  perhaps  not  more  than  one-third  of  Social  Security  recipients  have  this  form 
of  protection— mostly  the  elderly.  Private  survivorship  and  disability  insurance  programs  are  even  more 
limited. 

Social  Security  is  thus  the  only  solidly  assured  form  of  income  protection  provided  as  a  matter  of  right  to 
the  disabled,  survivors  and  the  elderly. 

The  caption  for  this  section,  if  it  is  to  describe  what  is  the  actual  state  of  affairs,  should  have  read:  SSI — 
Means  tested  income  provision/Social  Security— Wage  related  income  protection  provided  as  a  matter  of 
right/Private  Pensions— Income  protection  plans  supplementary  to  Social  Security,  while  growing,  are 
presently  available  to  only  a  minority  of  Social  Security  recipients.  A  short  title  might  be:  The  Roles  of 
SSI,  Social  Security  and  Private  Pensions  in  Income  Provision. 
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for  individuals  and  families.  As  the  primary  means  of  partially  replac- 
ing earnings,  OASDI  is  the  core  of  the  Nation's  total  system  of  income 
protection.  OASDI  should  be  supplemented  by  effective  private 
pensions  (as  well  as  individual  insurance,  savings,  and  other  invest- 
ments), and  undergirded  by  effective  means-tested  programs.  Private 
efforts  (group  and  individual)  are  essential  to  fulfill  needs  and  desires 
for  protection  above  and  beyond  a  floor  of  protection  provided  through 
the  social  security  program,  and  such  efforts  are  desirable  from  the 
standpoint  of  the  individual  as  well  as  the  Nation.  For  those  whose 
work  has  been  so  sporadic,  or  whose  earnings  have  been  so  low,  that 
their  social  security  benefits  and  other  resources  are  inadequate, 
means-tested  programs  are  essential  to  provide  help  in  meeting  day- 
to-day  needs. 

The  recently  instituted  supplemental  security  income  program  (SSI) 
and  the  recently  enacted  Federal  private  pension  legislation  are  two 
major  steps  intended  to  strengthen  the  overall  income  maintenance 
system  in  the  United  States.  SSI,  as  a  means-tested  program,  can  be 
expected  to  provide  an  effective  way  of  meeting  the  income  needs  of 
those  whose  OASDI  benefits  are  low  or  non-existent  because  of 
marginal  attachment  to  employment  covered  by  social  security. 
Improvements  in  private  group  pensions  and  in  plans  for  individual 
retirement  programs  for  the  self-employed  and  for  employees  not 
covered  under  a  group  plan  enhance  the  role  of  the  private  sector  in 
contributing  to  economic  security.  The  Council  recognizes  the  need 
for  continuing  review  of  the  adequacy  and  effectiveness  of  the  present 
three-tiered  approach  to  assuring  economic  security,  including,  for 
example,  the  issues  of  portability  and  vesting  of  private  pensions. 

Section  4.  Social  Adequacy  and  Individual  Equity  ^ 

In  addressing  the  adequacy  and  equity  aspects  of  social  security, 
it  is  significant  to  note  that  social  insurance  and  private  insurance 
share  some  characteristics  but  have  distinct  differences.  Among  the 
differences  are  the  features  of  social  insurance  designed  to  achieve  such 
broad  social  objectives  as  universal  compulsory  coverage,  a  benefit 
ratio  weighted  in  favor  of  those  who  have  had  lower  earnings,  and  a 
different  standard  for  determining  actuarial  soundness.^ 

Congress,  through  its  establishment  of  benefit  levels,  determine?  the 
extent  of  the  s^'^stem's  ''social  adequacy."  Opinions  may  differ  as  to 
whether  a  given  level  of  benefits  provides  ''the  floor  of  protection" 
which  has  been  the  social  goal  of  the  system.  What  constitutes  ade- 
quacy for  one  might  seem  affluence  to  another  and  penury  for  a  third. 

This  Council  has  had  neither  the  time  nor  the  facilities  to  conduct 
the  extensive  research  that  could  lead  to  definitive  conclusions  based 
on  sound  evidence  as  to  the  extent  to  which  OASDI  benefits  do  in  fact 
supply  "a  floor  of  protection."  Before  such  a  study  could  proceed, 
there  would  need  to  be  agreement  on  standards  of  adequacy,  and  this 
would  be  difficult  to  achieve  because  of  wide  differences  in  lifestyles, 
varying  geographic  conditions,  and  a  host  of  other  factors. 

'  See  statement  by  Mrs.  Campbell. 

8  Social  insurance  systems  supported  by  the  taxing  power  of  governm'^nt  can  ani  should  operate  on  the 
basis  of  "current  funding"  whereas  private  insurance  requires  the  accumulation  of  reserve  funds  sufficient 
to  pay  all  existing  obligations. 
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Nonetheless,  in  evaluating  adequacy  in  the  social  security  program, 
it  is  necessary  to  take  into  consideration  not  only  the  current  and 
anticipated  role  of  the  program  in  replacing  lost  earnings,  but  also 
the  etfect  of  the  program  on  incentives  for  private  initiative  and 
thrift,  the  capacity  of  the  economy  as  a  whole,  and  the  willingness 
of  taxpayers  to  finance  a  given  level  of  protection. 

The  social  adequacy  of  the  program  must  also  be  measured  in  rela- 
tion to  the  degree  of  individual  equity  the  program  provides.  Only  if 
the  program,  as  a  whole,  can  be  considered  to  be  reasonably  equitable, 
will  it  be  viable. 

The  concepts  of  social  adequacy  and  individual  equity  are  not 
easily  harmonized.  The  social  security  law  places  a  high  priority-  on 
social  adequac}^  so  as  to  achieve  the  public  purpose  of  providing  a  floor 
of  protection  for  those  whose  earned  income  has  been  substantially 
lost  because  of  death,  disability,  or  retirement  in  old  age.  In  this 
context,  social  adequacy  means  that  the  benefits  provided  will  supply 
the  eligible  recipients  with  a  certain  standard  of  living  when  such 
benefits  are  supplemented  by  private  means  or  undergirded  by  public 
assistance.  Several  elements  of  social  security  are  intended  to  assure 
the  social  adequacy  of  the  program: 

First,  full-rate  benefits  were  provided  for  workers  who  were  already 
near  retirement  age  when  the  program  was  established  or  when  their 
work  was  first  covered.  If  the  cash  benefits  paid  in  the  early  years  of 
the  program  had  been  no  larger  than  the  amounts  that  could  be 
financed  by  the  contributions  paid  by  individual  beneficiaries  and  by 
their  employers,  the  benefit  amounts  would  have  been  too  small  to 
make  a  meaningful  contribution  to  reducing  dependency. 

Second,  under  social  securit}^,  the  low-paid  worker  gets  a  benefit  that 
is  a  higher  proportion  of  past  earnings  than  does  the  higher  paid 
worker.  This  is  accomplished  through  the  use  of  a  benefit  formula  that 
is  weighted  in  favor  of  low-paid  workers.  These  provisions  recognize 
that  lower  paid  workers  and  their  families  have  less  margin  for  reduc- 
tion in  income  than  do  workers  with  average  or  above-average  earn- 
ings. The  law  also  provides  a  'Especial"  minimum  benefit  for  workers 
(and  their  families)  who  have  worked  under  the  program  regularly 
over  the  years  but  at  relatively  low  wage  levels  in  order  that  regular 
long-term  workers  who  were  self-supporting  during  then  working 
years  may  not  find  it  necessary  to  turn  to  public  assistance  when  they 
can  no  longer  work  because  of  ill  health,  disability,  or  old  age. 

Third,  since  1939,  the  social  security  law  has  provided  benefits  for 
dependents  and  survivors  of  insured  workers.  These  provisions  were 
enacted  in  recognition  that,  if  social  security  is  to  be  effective  in 
reducing  dependency,  it  is  necessaiy  to  provide  benefits  not  only  for 
workers  but  for  dependents  and  sur\dvors  of  insured  workers  as  well. 
Thus,  workers  who  have  dependents  get  more  protection  in  relation  to 
their  taxes  than  do  single  workers  who  have  no  dependents. 

Individual  equity  connotes  that  the  contributor  to  the  system  (the 
taxpaA^er)  receives  benefit  protection  directh^  related  to  the  amount  of 
his  contributions.  Under  a  social  insurance  system,  only  a  measure  of 
equity  can  be  achiei^ed  because  of  the  need  to  accomplish  social 
adequacy  for  workers  with  low  earnings  in  whose  favor  the  benefit 
formula  must  be  heavily  weighted  and  workers  with  families.  None- 
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theless,  it  is  important  to  retain  the  ingredient  of  individual  equity  in 
order  to  assure  the  support  of  the  system  by  the  great  majority  of 
taxpayers  whose  earnings  are  above  the  lowest  levels.  It  has  always 
been  considered  important  to  give  assurance  that  even  those  taxed 
the  most  would  ''get  their  money's  worth"  from  the  system.  This  has 
been  done,  not  precisely,  but  in  a  very  broad  way  if  one  accepts  the 
view  that  the  employer's  tax  is  not  assignable  to  the  individual 
employee  but  is  pooled  for  the  benefit  of  all  employees.  (Many  econo- 
mists, however,  hold  that  the  employer's  tax  is  shifted  to  the  individual 
worker  in  lieu  of  higher  wages.  Also,  even  if  the  incidence  of  the  em- 
ployer's tax  were  not  directly  on  the  worker,  the  worker  would  pay 
some  part  of  the  costs  of  the  social  adequacy  element  of  social  security 
through  the  price  of  goods  and  services  he  consumes  or  in  his  taxes.) 

The  Council  emphasizes  that  in  considering  equity  under  the 
social  security  program  it  is  necessary  to  take  into  account  that  social 
security  is  more  than  a  program  of  retirement  insurance.  The  pro- 
gram also  provides  disabilit}^  and  survivors  insurance;  this  is  often 
ignored  or  discounted  in  evaluating  social  security.  Even  if  a 
worker  does  not  become  disabled  prior  to  reaching  retirement  age, 
and  even  if  he  no  longer  has  a  dependent  spouse  or  young  children 
when  he  dies,  he  nevertheless  has  had  dependents  and  survivors 
insurance  protection  for  many  years.  Like  any  other  insurance  pro- 
tection, this  protection  has  both  a  cost  and  a  value.  In  fact,  less  than 
two-thirds  of  the  social  security  contribution  for  cash  benefits  covers 
retirement  insurance. 

Another  fact  that  is  sometimes  overlooked  in  assessing  social 
security  is  that  the  protection  a  worker  gets  under  the  program 
grows  as  wage  levels  rise  during  his  working  career  and  the  pur- 
chasing power  of  his  benefits  is,  by  law,  kept  up  to  date  with  the  cost 
of  living  while  he  is  on  the  rolls. 

The  continued  acceptability  of  the  present  OASDI  system  depends 
importantly  on  maintaining  OASDI  benefits  as  an  earnings  related 
program,  not  a  means-tested  program.  The  system  has  been  presented 
to  the  American  people  as  such.  It  is  too  little  understood  that  today's 
workers  and  their  employers  pay  taxes  to  support  the  currently  aged, 
disabled,  and  survivors  and  that  there  is  an  implied  social  contract 
that  future  generations  of  workers  and  their  employers  will  finance 
the  cost  of  the  future  benefits  that  today's  workers  expect  to  receive. 

The  social  adequacy  and  individual  equity  of  OASDI  can  only 
be  evaluated  in  the  context  of  America's  three-tiered  structure  for 
income  maintenance.  Without  the  undergirding  of  means-tested 
programs  for  those  with  the  lowest  earnings  or  the  supplementation 
through  private  means  for  those  who  have  had  higher  earnings,  OASDI 
might  be  judged  deficient  for  man}^  recipients.  As  has  been  noted 
above,  the  expansion  and  proliferation  of  means-tested  programs  by 
government  has  diminished  or  eliminated  the  need  for  further  em- 
phasizing the  social  adequacy  of  OASDI  benefits  while  rising  incomes 
and  devices  for  encouraging  personal  thrift  will  enhance  supplementa- 
tion of  social  security  benefits  through  private  means.  What  may 
be  conceived  as  equitable  and  adequate  in  social  security  benefits 
may  vary  with  time  and  with  demographic  and  economic^  conditions, 
but  it  is  essential  that  a  balance  be  maintained  among  social  security, 
means-tested  programs,  and  private  plans  for  income  maintenance  and 
capital  accumulation. 


CHAPTER  3.  INFLATION  AND  SOCIAL  SECURITY 


Section  1.  Summary 

The  Council  recommends  that  until  retirement  all  earnings  should 
be  "indexed."  That  is,  the  actual  money  earnings  of  a  worker  before 
retirement  should  be  adjusted  in  accordance  with  an  index  of  changes 
in  the  average  earnings  of  all  workers.  Average  monthly  indexed 
earnings  (AMIE)  would  be  used  as  the  basis  for  determining  benefits 
instead  of  actual  average  monthly  earnings  (AME)  as  now.  After 
retirement,  benefits  should  be  adjusted  according  to  an  index  of 
changes  in  the  cost  of  living,  as  they  now  are  under  the  1972  amend- 
ments. Replacement  rates  (the  proportion  of  earnings  replaced  by 
benefits)  that  are  currently  produced  by  present  law  should  be 
continued.^ 

Until  1972,  social  security  payments  were  computed  on  the  basis 
of  a  fixed  relationship  between  benefits  and  an  individual's  average 
monthly  earnings  ^  in  covered  employment.  With  the  steady  inflation 
in  the  post-war  period,  the  benefits  of  retired  individuals  soon  failed 
to  keep  pace  with  increases  in  prices.  Congress,  in  recognition  of  this 
erosion  of  benefits,  raised  benefits  from  time  to  time  on  an  ad  hoc 
basis  to  maintain  the  real  purchasing  power  of  social  security  benefits. 
As  Table  A  shows.  Congress  generally  has  raised  benefits  more  than 
in  proportion  to  increases  in  consumer  prices. 

Congress  in  1972  enacted  automatic  cost-of-living  increases  in  social 
security  benefits.  Automatic  cost-of-living  increases  in  benefits  are  an 
important  improvement  in  social  security.  The  method  by  which 
they  are  made,  however,  needs  basic  changes,  particularly  because  it 
has  an  apparently  unintended  erratic  effect  on  the  future  relationship 
between  benefits  and  the  earnings  they  replace. 

Each  year,  the  table  that  sets  out  the  benefits  payable  at  various 
levels  of  average  monthly  earnings  is  adjusted  in  accordance  with 
changes  in  the  cost  of  living  during  the  previous  year.  The  adjust- 
ments are  ''automatic"  in  the  sense  that  Congress  has  authorized 
making  the  adjustments  without  further  congressional  action.  Before 
cost-of-living  adjustments  were  made  automatic,  there  were  some- 
times delays  before  Congress  increased  benefits  in  response  to  increases 
in  consumer  prices,  and  these  delays  imposed  hardships  on  beneficiaries. 

The  automatic  cost-of-living  adjustments  are  made  only  in  the  level 
of  payments  to  beneficiaries  (present  and  future).  There  is,  however, 
an  important  effect  of  inflation  while  the  worker  is  still  earning.  Since 
wages  as  well  as  prices  increase  during  inflation,  wages  earned  just 
before  retirement  tend  to  reflect  the  level  of  prices  and  productivity 
at  the  time  of  retirement,  and  to  that  extent  move  the  worker  to  a 
higher  level  of  benefits.  Wages  earned  many  years  before  retirement, 

1  See  statement  by  Mr.  Arnold,  Mr.  Cleary,  and  Mrs.  Norwood  and  statement  by  Mr.  Danstedt. 

2  Throughout  this  report  "earnings"  refers  to  earnings  only  up  to  the  maximum  amount  subject  to  the 
social  security  tax. 

(13) 
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however,  do  not  reflect  the  effects  of  inflation  between  the  time  they 
were  earned  and  the  time  of  retirement,  so  at  retirement  when  an 
average  is  taken  of  monthly  earnings  (AME)  it  is  lower  than  it  would 
be  if  each  month's  work  had  been  done  at  the  wage  levels  prevailing 
at  the  date  of  retirement. 

The  effects  of  inflation  while  a  worker  is  still  earning  should  be 
allowed  for  exphcitly,  and  by  a  different  method  from  that  used  to 
allow  for  the  effects  of  inflation  after  a  worker  begins  to  draw  benefits. 

The  Council  therefore  recommends  that  a  worker's  earnings  should 
be  ''indexed" — that  is,  adjusted  to  reflect  increases  in  average  earnings 
over  his  working  lifetime — up  to  retirement,  and  after  retirement  his 
benefits  should  be  adjusted  according  to  changes  in  the  cost  of  living. 
The  benefits  paid  at  a  particular  AMIE  should  not  be  the  same,  of 
course,  as  if  it  were  an  unindexed  AME.  The  table  of  benefits  for 
various  levels  of  AMIE  should  be  set  so  that  post-retirement  social 
security  benefits  wifl  bear  about  the  same  relation  (''replacement 
ratio")  as  now  to  earnings  just  before  retirement. 

We  discuss  first  the  indexing  of  earnings,  then  the  adjustment  of 
the  benefit  schedule  to  use  AMIE  instead  of  AME.  These  subjects 
are  also  covered  at  four  later  places  in  this  report — in  chapter  7,  in  the 
report  of  the  Subcommittee  on  Financing,  in  the  report  of  the  panel 
of  actuaries  and  economists  that  supplements  the  Subcommittee's 
report,  and  in  the  addendum  on  "decouphng"  that  is  added  to  the 
panel's  report. 

Section  2.  Indexing  Earnings 
.  2.1   earnings  and  inflation 

When  consumer  prices  are  rising,  wages  also  tend  to  rise;  so  a  person 
who  earns  during  such  a  period  reaches  retirement  with  a  higher  AME 
than  if  there  had  not  been  inflation.  To  the  extent  that  such  wage 
increases  are  reflected  in  the  worker's  AME,  the  effect  of  inflation 
before  retirement  is  allowed  for  in  the  AME  as  calculated  at  present. 

This  kind  of  allowance  for  inflation  before  retirement,  however,  is 
erratic  and  inadequate.  It  is  erratic  in  that  it  treats  differently  people 
who  ought  to  be  treated  equally;  this  is  explained  in  section  2.2 
below.  It  is  erratic  also  in  that  replacement  ratios  fluctuate  unpre- 
dictably over  time,  whereas  the  fundamental  purpose  of  social  in- 
surance indicates  that  replacement  ratios  should  be  predictable  and 
should  be  set  deliberately  by  Congress,  not  left  to  interrelations  and 
cross-currents  among  such  forces  as  changes  in  consumer  prices,  money 
wages,  and  productivity;  this  is  explained  in  section  2.3  below.  It  is 
inadequate  because  only  the  final  wages  reflect  the  price  level  when 
the  worker  retires,  and  most  of  the  monthly  earnings  included  in  his 
AME  relate  to  periods  when  the  price  level  was  lower,  thus  resulting 
in  an  AME  that,  in  a  period  of  infiation,  is  too  low;  this  was  explained 
in  section  1  above. 

2.2     STABILITY  OF  REPLACEMENT  RATIOS 

Congress  has  in  the  past  worked  out  a  schedule  relating  benefits  to 
earnings,  making  conscientious  efforts  to  balance  social  adequacy 
against  individual  equity.  Thus,  benefits  increase  with  increasing 
average  monthly  earnings,  thereby  recognizing  the  criterion  of  indi- 
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vidua!  equity;  but  increases  in  benefits  are  less  than  proportional 
to  increases  in  AAdE,  thereb}^  recognizing  the  criterion  of  social 
adequacy.  In  1974,  benefits  were  about  120  percent  of  the  first  $110 
of  AME,  dropped  to  44  percent  of  the  next  $290  and  to  41  percent  for 
the  next  $150,  then  rose  to  48  percent  of  the  next  $100  of  AME,  then 
dropped  to  27  percent  of  the  next  $100  and  tapered  off  to  a  minimum 
of  20  percent  of  the  last  $100  of  AME.  (The  highest  AME  possible  for 
a  man  retiring  at  age  65  in  1974  was  $511,  and  the  maximum  benefit 
was  $305  per  month.)  Benefits  have  been  carefully  controlled  by  Con- 
gress in  the  past.  But  the  method  used  for  automatic  cost-of-living 
adjustments  in  benefits  has  the  side-effect  of  making  replacement 
ratios  (benefits  as  a  proportion  of  earnings  just  before  retirement) 
subject  to  unpredictable  variations  caused  by  changes  in  wage  and 
price  levels,  an  effect  that  presumably  was  not  intended.  The  result 
is  that  replacement  rates,  instead  of  being  controlled  by  conscious 
and  deliberate  policy  set  by  the  Congress,  can  fluctuate  up  or  down 
with  the  tides  of  inflation. 

This  loss  of  control  and  stability  comes  about  in  large  part  because 
of  a  compounding  in  the  inflation  adjustment.  For  those  who  have 
retired,  the  adjustment  takes  place  only  in  the  benefit  schedule,  and 
works  well.  Those  who  have  not  retired,  however,  will  get  a  partial 
adjustment  for  inflation  through  higher  earnings  before  retirement. 
These  higher  earnings  wdll  be  reflected  in  their  AME's  when  they  re- 
tire, thus  carr^dng  them  to  higher  points  on  the  beneflt  schedule  than 
if  there  had  not  been  inflation.  At  those  higher  AME's,  the  benefits 
themselves  will  also  have  risen  to  take  care  of  people  previously 
retired.  Thus,  there  will  be  a  compound  effect  of  entering  the  schedule 
at  a  higher  AME  as  a  result  of  earnings  increases  and  then  finding 
that  the  benefit  scheduled  for  that  AME  has  itself  been  increased  to 
reflect  the  effects  of  price  increases. 

The  extent  to  which  this  compounding  will  change  replacement 
ratios,  and  even  whether  it  will  raise  them  or  lower  them,  cannot  be 
foreseen.  The  changes  will  depend  on  the  behavior  of  consumer  prices, 
on  the  behavior  of  average  earnings,  and  on  the  relation  between  them. 
The  changes  will  not  affect  people  in  like  circumstances  alike  (this  is 
explained  in  section  2.3  on  equity).  As  the  report  of  our  Subcom- 
mittee on  Financing  shows,  sustained  inflation  at  a  high  rate — 
especially  if  prices  rise  as  fast  as  wages — would  lead  to  replacement 
ratios  substantially  greater  than  100  percent.  Under  the  present  pro- 
visions for  financing  the  S3^stem,  such  replacement  ratios  would  impose 
an  excessive  burden  on  those  still  working,  so  they  could  ultimately 
jeopardize  the  whole  S3'stem,  or  at  least  necessitate  substantial  reduc- 
tions of  benefits  from  the  levels  that  people  had  been  led  to  expect. 

Indexing  earnings  before  retirement  to  changes  in  average  earnings 
and  indexing  benefits  after  retirement  to  changes  in  prices  will  make  it 
possible  to  eliminate  the  compounding  of  adjustments  to  inflation,  to 
restore  stability  and  predictability  of  replacement  ratios  and  put  them 
firmly  under  congressional  control,  and  to  strengthen  the  long-run 
financial  integrity  of  the  system. 

2.3     SOME  CONSIDERATIONS  OF  EQUITY 

People  retiring  at  the  same  time  may  not  have  earned  their  retire- 
ment benefits  at  the  same  times.  A  person  starting  to  draw  benefits  in 
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July  1975  with  10  years  of  covered  earnings,  for  example,  might 
have  received  those  earnings  from  1951  through  1960.  Another  person 
whose  benefits  also  start  in  July  1975  might  have  earned  his  coverage 
from  1965  through  1974.  Even  if  both  had  received  the  same  pay, 
measured  in  constant  dollars,  the  one  who  earned  1965-74  would  have 
a  higher  AME  than  the  one  who  earned  1951-60,  because  of  inflation 
from  1951-60  to  1965-74.  Furthermore,  people  who  earned  1965-74 
received  on  the  average  higher  purchasing  power  than  those  who  per- 
formed the  same  work  1951-60,  because  of  a  general  increase  in 
productivity  over  the  14  years.  (Total  gains  in  productivity  over 
periods  of  14  years  have  averaged  nearly  one-third.) 

The  preceding  comparison  between  two  people  whose  covered  earn- 
ings were  so  brief  and  so  far  apart  is  an  extreme  one,  to  be  sure,  but 
the  same  forces  work,  though  in  lesser  magnitude,  for  any  two  people 
whose  periods  of  coverage  are  different. 

To  see  this,  consider  two  people  who  have  experienced  the  same 
pattern  of  lifetime  earnings  in  terms  of  purchasing  power,  but  the 
older  of  whom  starts  work  2  years  earlier  than  the  younger  and 
retires  2  years  earher.  Suppose  that  the  older  person  had  been  covered 
by  social  security  for  the  20  years  before  he  retired,  that  there  had 
been  no  inflation  or  deflation  during  that  period,  and  that  his  AME 
on  retirement  was  $500.  Suppose  that  during  the  2  years  that  the 
younger  person  works  after  the  older  person's  retirement,  wages 
and  consumer  prices  both  increase  by  10  percent  per  year.  Clearly, 
in  the  first  year  of  the  younger  person's  retirement,  and  thereafter, 
both  people  should  receive  the  same  social  security  benefits.  In  fact, 
the  older  person  will  receive  less  under  the  present  law. 

The  older  person  retiring  at  age  65  in  January  1975  would  be 
entitled  by  his  $500  AME  to  benefits  of  $299  per  month.  With  in- 
flation of  10  percent  per  year  this  would  rise  (ignoring  the  lag  in  the 
adjustment)  to  $329  the  next  year  and  then  to  $362  in  the  year  the 
younger  person  retires.  The  younger  person  would  retire  with  an 
AME  of  $508,  which  would  entitle  him  to  a  monthly  benefit  of  $366, 
about  1  percent  more  than  the  older  person  receives.  With  all  the 
same  assumptions  except  that  the  younger  person  retires  4  years 
later  instead  of  2,  his  advantage  is  more  than  3  percent. 

Our  recommendation  is  that  actual  earnings  for  each  year  be 
multiplied  by  the  ratio  of  average  earnings  of  all  workers  in  the  year 
of  retirement  to  average  earnings  of  all  workers  in  each  past  year  used 
in  computing  the  benefit.  If  a  worker  retires  in  1975,  for  example,  and 
if  all  earnings  averaged  4  times  as  high  in  1975  as  in  1951,  4  times  the 
worker's  actual  earnings  in  1951  would  be  the  indexed  earnings  used 
in  computing  the  AMIE.  Thus,  everyone  retiring  in  1975  would  have 
ah  his  actual  earnings,  regardless  of  when  they  were  earned,  restated 
to  an  equivalent  1975  figure.^ 

Section  3.  Relating  Benefits  to  Indexed  Eaenings  ^ 

By  ''benefit  schedule"  we  mean  a  table  which  shows  for  every 
possible  AMIE  what  the  corresponding  primary  insurance  amount 

3  This  states  the  recommendation  in  principle  only.  For  further  discussion,  see  the  report  of  our  Subcom- 
mittee on  Finance  and  the  report  of  their  actuarial  and  economic  consultants.  Among  important  technical 
matters  that  must  be  worked  out  are  what  index  of  wages  or  earnings  to  use,  how  frequently  to  index,  and 
how  to  bring  about  the  transition. 

4  By  Mr.  Mitchell.  Past  discrimination  is  perpetuated  by  adoption  of  a  100  percent  replacement  ratio  of  the 
AMIE  over  the  greater  portion  of  a  beneficiary's  working  career.  The  black-to-white  income  ratio  has  risen 
sharply  over  the  last  ten  years.  If  wages  are  remedied  for  past  discrimination  late  in  the  work  history,  the 
benefit  wiU  tend  to  perpetuate  the  past  discrimination. 
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(PIA)  is.  The  PIA  is  the  amount  that  a  worker  who  retires  at  age  65 
receives  as  a  result  of  his  earnings.  Other  benefits — for  example,  to 
the  spouse  or  surviving  spouse  of  an  insured  worker — are  calculated 
by  applying  certain  percentages  to  the  PIA.  Thus,  to  discuss  the  rela- 
tion of  benefits  to  the  AMIE  we  can  regard  the  PIA  as  standing  for 
the  whole  complex  of  benefits. 

The  present  benefit  schedules  which  relate  PIA  to  AME  have 
several  complications  that  the  Council  proposes  be  eliminated  in 
view  of  the  new  supplementary  security  income  (SSI)  program  and 
of  the  proposed  use  of  AMIE  instead  of  AME. 

The  present  law  provides  that  the  PIA  shall  not  be  less  than  $93.80 
per  month,  no  matter  how  small  the  AME.  Since  there  is  now  a  new 
system,  SSI,  to  provide  welfare  payments  based  on  need,  we  recom- 
mend that  the  minimum  be  fixed  permanently  at  $93.80,  and  that  for 
future  beneficiaries  it  not  be  increased  as  prices  increase.  (After  a 
beneficiary  starts  drawing  the  $93.80  it  would,  however,  rise  with 
further  rises  in  prices.)  The  effect  of  ''freezing"  the  minimum  in  this 
way  will  be  gradually  to  eliminate  it,  since  with  rising  wage  rates  and 
indexing  of  earnings  virtually  everyone  who  retires  will  qualify  for 
more  than  $93.80  per  month.  (At  present,  anyone  who  has  earned 
$1.95  an  hour  or  more  for  an  average  of  9  hours  a  week  or  more  qualifies 
for  more  than  $93.80.)  Our  recommendation  about  the  minimum 
benefit  is  discussed  further  in  chapter  6,  section  2. 

Under  the  present  benefit  schedule,  at  AME  levels  of  $110  or  less  a 
worker's  benefits  after  retirement  are  about  20  percent  higher  than 
average  earnings  on  which  benefits  are  based.  This  anomaly  is  partly 
an  effort  to  compensate  for  failure  to  index  earnings,  recognizing  that 
low  EAM's  may  represent  earnings  received  long  ago,  when  wage  rates 
and  prices  were  lower.  The  Council  recommends  that  benefits  not 
exceed  AMIE.  Up  to  a  certain  AMIE,  monthly  benefits  should  be 
equal  to  AMIE. 

The  Council  further  recommends  that  above  the  levels  of  AMIE  for 
which  benefits  equal  AMIE,  benefits  should  increase  in  proportion  to 
increases  in  AMIE.  Thus  benefits  would  be  related  to  AMIE  by  a 
simple  formula : 

100  percent  of  the  fu-st  A  dollars  of  AMIE 
plus 

B  percent  of  AMIE  above  A  dollars 
Values  of  A  and  B  can  be  determined  which  will  give  approximately 
the  same  replacement  ratios  as  now  occur.  The  value  of  A  would  be 
changed  every  year  in  the  same  way  that  the  contribution  and  benefit 
base  is  adjusted,  that  is,  in  accordance  with  increases  in  average 
covered  wages.  (See  chapter  7  for  further  discussion  and  possible 
alternative  formulation.) 

This  formula  is  simple.  It  recognizes  the  need  for  a  degree  of  social 
adequacy  by  setting  benefits  which  decline  steadily  as  percentages  of 
AMIE  as  AMIE  increases.  It  recognizes  the  need  for  a  degree  of 
individual  equity  by  increasing  cash  benefits  in  dollars  as  AMIE  in- 
creases. It  removes  from  social  security,  and  support  by  payroll 
taxes,  a  benefit  that  should  be  related  to  need,  handled  through  SSI, 
and  financed  from  general  revenues. 

The  formula,  by  reducing  the  role  of  the  minimum  and  by  eliminat- 
ing benefits  in  excess  of  earnings,  would  alleviate  the  problem  that  the 
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minimum  and  the  120-percent  benefit,  which  were  intended  for  the 
needy,  often  are  paid  to  people  who  are  well  off  in  comparison  with  the 
people  for  whom  these  special  benefits  are  intended.  This  is  frequently 
the  case  with  people  whose  main  careers  have  been  in  employment 
which  is  not  covered  by  social  security,  but  has  its  own  retirement 
system,  for  example,  U.S.  Civil  Service  employees.  They  hold  a  job 
that  is  covered  by  social  security  long  enough  to  qualify  for  benefits 
at  the  low  end  of  the  scale,  which  are  weighted  to  favor  low-income 
workers,  and  thus  obtain  ''windfalls"  not  intended  for  them.  This 
problem  of  windfalls  will  be  further  alleviated  if  social  security 
coverage  is  made  universal,  as  we  recommend  in  chapter  6,  section  1. 
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CHAPTER  4 


THE  RETIREMENT  TEXT  ' 

The  social  security  retirement  test,  under  which  benefits  are  not  paid 
in  full  to  a  beneficiary  under  age  72  who  has  substantial  income  from 
work,  should  be  changed.  The  rate  at  which  benefits  are  withheld  for  earn- 
ings above  the  exempt  amount  should  be  liberalized.  In  addition,  the  re- 
tirement test  should  be  changed  from  a  combined  annual-monthly  test 
to  an  annual  test  only. ^  .  ; 

Section  1.  Present  Law 

Under  the  social  security  retirement  test,  if  a  beneficiary  under  age 
72  earns  more  than  the  annual  exempt  amount  ($2,400  in  1974, 
$2,520  in  1975,  and  adjusted  with  rising  average  earnings  thereafter), 
benefits  are  withheld  at  the  rate  of  $1  in  benefits  for  each  $2  in  earn- 
ings above  that  amount.  Regardless  of  his  annual  earnings,  a  bene- 
ficiary may  receive  full  benefits  for  any  month  in  which  he  neither 
earns  more  than  the  monthly  measure  (K2  of  the  annual  exempt 
amount — $200  in  1974,  $210  in  1975)  nor  performs  substantial  services 
in  self -employment. 

The  retirement  test  is  controversial,  and  is  widely  regarded  as 
inequitable.  The  Council  has  received  many  letters  urging  the  liber- 
alization or  elimination  of  the  retirement  test. 

Section  2.  Basic  Purpose 

The  Council  has  reviewed  the  provisions  of  the  retirement  test  and 
believes  that  the  test  is  consistent  with  the  basic  purpose  and  principles 
of  social  security:  to  replace,  in  part,  earnings  lost  because  of  retire- 
ment in  old  age,  disability,  or  death.  Complete  elimination  of  the  re- 
tirement test  is  inadvisable. 

The  retirement  test  has  been  criticized  because  it  does  not  take  into 
account  a  beneficiary's  income  from  such  nonwork  sources  as  divi- 
dends, rents,  or  pension  payments.  If  the  test  took  account  of  income 
other  than  earnings  from  work,  it  would  no  longer  be  a  retirement 
test  but  an  income  test.  If  it  became  an  income  test,  the  fundamental 
idea  that  social  security  benefits  are  intended  as  a  partial  replacement 
of  earnings  from  work  would  be  diluted  or  lost. 

1  See  statement  of  Mr.  Byrnes,  Mr.  Danstedt,  Mr.  Faulkner. 

2  By  Mr.  Mitchell.  A  relaxation  of  the  retirement  test  proceeds  from  one  or  both  of  the  following  assumptions: 
(a)  it  is  irrational  and  (b)  it  imposes  a  hardship  on  those  receiving  low  benefits,  no  other  retirement  income- 
and  an  abiUty  to  participate  in  the  labor  force  to  at  least  a  limited  degree.  My  agreement  to  relax  the  test 
flowed  from  the  latter  sentiment  for  the  most  part.  In  adopting  the  proposal  outlined  in  this  report,  we  im- 
plicitly recommended  a  high  cost  for  increased  benefits  to  a  group  with  entirely  sufficient  retirement  income, 
My  alternative  to  the  current  proposal  would  be  to  exempt  from  the  retirement  test  those  earnings  of  a  bene- 
ficiary which,  when  added  to  the  individual's  PIA,  did  not  result  in  a  retirement  income  greater  than  the 
maximum  PIA  permissible  under  the  law.  Because  of  the  lack  of  universality  of  Social  Security,  I  would 
probably  include  other  sources  of  retirement  income  such  as  Federal  retirement  benefits  in  calculating  the 
retirement  test  disregard.  Under  my  alternative,  I  would  retain  the  present  retirement  test  "tax  rate"  over 
the  level  described.  In  other  words,  I  would  prefer  to  alter  the  retirement  test  in  a  fashion  which  fociises  on 
the  needy  without  giving  anything  to  the  more  affluent  retirees. 
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Council  a^^rrurd  jiisil,  thin  anouily  r',oof,(',pl,,  in  whi^Ji  indi vidusils  would 
rcuj'.'iyc,  \]i(*\v  "{(tiivojucni,"  Ix-.ucMi;-,  wliil't  ,lHl  ^oiinl'iili y  (urjjiloycd, 
pcrfuip:-;  u.l  lii^'li  -alnnc  .  inid  wji.^oh,  IB  (jouuU'-r  l.o  liie  l)asic  [)hilosophy 
social  Wicurily.  Jn  addilion,  Bucii  a  recoirirrKtrxialion  would  add  a 
significant  cost  to  the  HyHtern  at  a  ti rne  whrtn  fui>ure  costn  are  already 
u.  matter  of  e.oneern.  Tfierefore,  the  roiiufjl  ref.ofniuend  ;  tfiht  a 
retireifiefit  tesi,  f>e.  retjiiiK.d . 

Section  3.  Jw i'.J'J(,aij/J'.  Pkovi.'  ionh  of  'iuj^  ICjvi  iith.viKX'r  'I'lOBT 

DeBpite  basic  agreenK-rit  with  tlic  concept  of  tlic  retiiement  test, 
the  r.Viuncil  rer:(jp^nizeH  that  ue^oiti ve  con',<*quence;i  nrisrj  from  its 
npjjlicntion.  Und<^r  the  present  $I-for-$2  withholding^  rate  for  enrnin^B 
above  the  exempt  Jimount,  the  iidditional  earnin^B  a  heneficiiiry  re 
ceivcB  over  the  exempt  junount  may  reniilt  In  lil,tl(^  si.dditiorud  net 
income  to  the  worker  when  sdlowance  in  nuide  for  the  jidditiormJ 
effects  of  Federal  in<:ome,  OASDIlj,  State,  arjd  local  taxes,  in  addition 
to  work-relat(5d  expenses.  '^J'fius,  tfje  retirement/  test  discourages  work 
l>y  lieidtfiy  and  af>]e  individiials  a^^ed  f>r>  71.  At  the  momejil,  l,here>  in 
mucli  ('oncern  over  unemploytnent,  l>ut  recent  and  r-urrent  low  hirth 
rates  will  soorj  cause,  a  decline  in  the  niUt  of  inc.n^ase  in  tiie  labor  forc(i. 
The  (Jouncil  is,  liierefoi-e,  concerned  with  (>ro visions  of  tlie  hi<w 
which  may  act  to  dis(^ourage  participation  in  tfie  laf>or  forc.e. 

in  addition,  tlje  burden  of  the  retirement  test  proljably  falls  most 
heavily  on  low-income  individuals  who  do  not  fiave  accesB  to  privnte 
inBurance,  j>ension  plans,  savings,  or  otiier  sources  of  nonwork  iricoifj(; 
to  su()j)lement  their  soc.ial  s(;curity  retiremenl,  fjenefits.  Sucii  indi- 
viduals are  most  likely  U>  be  de|)e,ndent  on  ndditiomiJ  inconi(^  from 
gainful  employ  men  I,  to  supplement  :,oc,in,l  s(^curity  henefit-,  jifter 
"retirement." 

The  (Council  helie.ve;,  tlni.t  tln^  nio:-l,  Ji,j)p/-oj>rin,te.  mea.ns  for  niitij/n tin^*; 
the  diBincentive  effer^ts  of  tfie  retiremr^nt  test  and  tlui  heavy  burd<*.n  it 
impOBCB  on  low-inconie  workers  aged  f)r>  71  is  to  re(Juce  the  with- 
holding rate  on  earnings  which  are  just  above  the  exempt  simount. 
'J'he  (Jouncil  propOBCs  i/>  establish  tfu-ee  hwels  of  earnings  that  would 
be  Bubj(;ct  to  dinerent  reduc>tiorjs  in  f>enefits. 

The  first  level  would  include  (jsirnings  uj)  to  the  a,tmua,l  exemj>t 
amount  as  defined  in  the  pres(;nt  law  <'$2,r>2()  in  1975;.  As  under  iJie 
present  law,  no  b<*.nefit:,  would  he  withheld  from  ea.ining:,  wilJiin  the 
first  level. 

TliCv  second  level  would  include  e.a,rnings  betw(ien  the  a.miua.l 
exempt  afnount  uridr'j-  tlie  preseiit  law  a,nd  twic.e  tfiis  annual  e.KcmpI, 
amount  ($2,520  to  $5,040  in  1075).  Earnings  within  this  level  would  be 
subject  to  a  withholding  rate  of  $1  in  benefits  for  ea(-fi  $:>  (uirned, 
instead  of  tfie  prr^sent  wilJiholding  rate  of  $1  for  ev(^ry  $2  earned. 

Tfie  third  level  would  include  all  earnings  in  excess  of  twicer  liie 
annual  exempt  amount  under  tfie  pr(^s(mt  law  $5,04()  in  1975). 

The  witlihoMing  rate  at  this  level  would  be,  a;,  iind<'.r  pre:,ent  law, 
$1  in  b(inefits  for  each  $2  of  earnings. 

The  provision  of  l,h(i  law  which  a u tonnitically  a.dju:;t;i  the  exemj)!/ 
amount  assures  that  the  second  le.v(tl  of  (^a,rfiings,  to  which  the  $  1 -for-$;i 
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withholding  rate  is  applied,  will  increase  in  the  future  as  general 
levels  of  earnings  rise. 

The  main  effect  of  this  liberahzation  would  be  a  significant  reduction 
in  the  benefits  withheld  from  individuals  who  earn  between  one  and 
two  times  the  annual  exempt  amount.  For  example,  under  present 
law,  a  worker  who  earned  $5,040  in  1975  would  have  $1,260  of  social 
security  benefits  withheld.  Under  the  Council's  proposal,  this  indi- 
vidual would  have  only  $840  withheld,  corresponding  to  a  ji  reduction 
in  the  burden  of  the  retirement  test.  The  table  below  illustrates  the 
effect  in  1975  of  the  proposed  reduction  in  withholding  rates  for  earn- 
ings in  the  second  level.  The  percentage  reduction  in  the  amount 
withheld  is  greatest  at  ihe  lower  level  of  earnings,  where  the  needs  of 
social  security  benefit  recipients  may  be  presumed  to  be  greater. 


Annual  earnings 

Withholding 
under 
present 
law 

Withholding 
under 
proposed 
liberalization 

Percentage 
reduction  in 
amount 
withheld 

$2,520  

 .   0 

0 

$5,040...   

$7,560    

$10,080   

   $1,260 

   2,520 

   3,780 

$840 
2,100 
3,  360 

33.3 
16.7 
11.1 

It  is  estimated  by  actuaries  of  the  Social  Security  Administration 
that  this  liberalization  of  the  withholding  rate  would  increase  the  cost 
of  the  program  by  an  average  of  0.04  percent  of  taxable  payroll  over 
the  next  75  years  (about  $0.6  biUion  for  months  in  1976,  the  first  full 
calendar  year). 

4.  Eliminate  Monthly  Measure  of  Retirement 

The  Council  recommends  that  the  monthly  measure  of  retirement 
be  ehminated  so  that  the  retirement  test  would  be  based  solely  on 
annual  earnings.  The  monthly  measure  should  be  retained,  however, 
for  the  first  year  for  which  a  cash  benefit  is  received  so  that  a  bene- 
ficiary (as  now)  can  receive  benefits  beginning  with  the  first  month 
of  retirement,  regardless  of  his  annual  earnings  prior  to  retirement. 

Ehmination  of  the  monthly  measure  from  the  retirement  test  would 
result  in  savings  estimated  at  0.02  percent  of  taxable  payroll  (about 
$0.2  biUion  for  months  in  1976,  the  first  full  calendar  year). 

The  present  test,  with  a  combined  annual -monthly  measure  of 
earnings,  creates  an  anomaly  by  permitting  the  payment  of  benefits 
in  some  situations  where  payment  is  difficult  to  justify.  For  example, 
a  beneficiary  who  earns,  say,  $15,000  a  year  and  who  works  regularly 
throughout  the  year  has  all  benefits  withheld.  A  beneficiary,  however, 
who  earns  the  same  amount,  but  works  only  part  of  the  year,  say  8 
months,  can  receive  benefits  for  the  remaining  4  months.  Also,  people 
who  customarily  work  less  than  a  full  12  months  each  year  (e.g.,  in 
seasonal  employment)  can,  upon  reaching  the  age  of  eligibility  for 
benefits,  receive  some  social  security  benefits  during  the  year  even 
though  their  work  patterns  have  not  changed  and  their  annual  earnings 
are  substantial. 

The  two  changes  that  the  Council  has  recommended  in  the  retire- 
ment test,  when  taken  together,  would  increase  the  cost  of  the  program 
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by  0.02  percent  of  taxable  payroll  (about  $0.4  billion  for  months  in 
1976,  the  first  full  calendar  year). 

Section  5.  Upper  Age  Limit  for  the  Retirement  Test 

Under  current  law,  the  retirement  test  is  not  applied  to  individuals 
over  the  age  of  72.  One  possibility  for  liberalizing  the  impact  of  the 
retirement  test  would  be  to  lower  the  age  at  which  the  retirement  test 
no  longer  applies.  The  Council  felt  that  this  feature  of  the  law,  which 
represented  special  considerations,  should  not  be  extended  by  using 
it  as  a  basis  for  policy  or  proposed  liberalization  of  the  existing  retire- 
ment test.  Any  liberalization  of  the  retirement  test  should  be  ac- 
complished by  direct  changes  in  the  provisions  of  the  test,  not  by 
exemptions  from  the  test.  Therefore,  the  Council  does  not  recommend 
any  change  in  the  age  at  which  the  retirement  test  no  longer  applies. 

Section  6.  Taxes  on  Earnings  After  Age  65 

The  Council  considered  suggestions  for  reducing  or  eliminating 
social  security  taxes  on  earnings  of  individuals  aged  65  and  older. 
Contrary  to  common  impressions,  such  workers  do  receive  some 
benefits  from  these  taxes.  Earnings  after  age  65  can  be  substituted 
for  lower  earnings  of  earlier  years  in  calculating  the  average  monthly 
earnings  on  which  benefits  are  based,  thereby  increasing  the  primary 
insurance  amount  of  the  worker  when  he  does  retire.  (This  effect 
will  be  lessened  if  earnings  before  retirement  are  indexed  as  the 
Council  recommends  in  chapter  3.)  Also,  some  workers  may  use  work 
after  age  65  in  covered  employment  to  qualify  for  social  security 
benefits  to  which  they  would  not  otherv/ise  be  entitled.  Finally,  in- 
sured workers  receive  a  1-percent  increase  in  benefits  for  each  year 
of  delayed  retirement  after  the  age  of  65.  In  view  of  these  offsetting 
factors  and  of  the  significant  loss  of  income  resulting  from  eliminating 
the  tax  for  workers  aged  65  and  over,  the  Council  decided  not  to 
recommend  exemption  from  the  payroll  tax  for  workers  over  65. 
However,  the  Council  does  believe  that  these  offsetting  factors  are 
not  widely  known  and  that  the  Social  Securit}^  Administration  should 
make  efforts  to  publicize  them  more  effectively. 


CHAPTER  5 


TREATMENT  OF  MEN  AND  WOMEN  UNDER  SOCIAL 
SECURITY  (WITH  RESPECT  TO  SEX  AND  MARITAL 
STATUS) 

The  requirements  jor  entitlement  to  dependents^  and  survivors^  benefits 
that  are  now  applied  to  women  should  he  applied  to  men,  and  benefits 
should  be  provided  jor  fathers  and  divorced  men  as  they  are  jor  mothers 
and  divorced  women.  At  the  same  time,  the  law  should  be  changed,  effective 
prospectively,  so  that  pensions  based  on  work  in  employment  not  covered 
by  social  security  will  be  subtracted  from  dependents'  benefits.  Other 
provisions  of  the  social  security  program  which  are  the  same  for  men  and 
women  but  which  are  criticized  because  they  appear  to  have  different 
effects  on  men  and  women  {or  different  effects  based  on  marital  status) 
should  not  be  changed. 

Section  1.  Background 

The  Council  found  the  treatment  of  men  and  women  under  social 
security  to  be  a  matter  of  considerable  current  interest  and  controversy 
and  directed  special  attention  to  this  aspect  of  the  program.  It  was 
reviewed  in  depth  by  a  special  subcommittee  ^  of  the  Council  in  the 
light  of  the  proposed  equal  rights  amendment  to  the  Constitution, 
recent  and  anticipated  court  actions  involving  equal  rights  for  men 
and  women,  and  socioeconomic  changes,  particularly  changes  in 
family  structure  and  earnings  patterns. 

1.1  PENDING  EQUAL  RIGHTS  AMENDMENT  TO  THE  CONSTITUTION 

The  pending  equal  rights  amendment  to  the  Constitution  would 
provide  that  "Equality  of  rights  under  the  law  shall  not  be  denied  or 
abridged  by  the  United  States  or  any  State  on  account  of  sex."  To 
date,  34  States  have  ratified  the  proposed  amendment.  Two  of  these 
have  since  rescinded  their  ratification,  but  there  is  a  question  whether 
rescission  is  constitutional.  Only  4  more  States,  or  6  if  rescission  is 
constitutional,  need  to  ratify  the  proposed  amendment  by  March  23, 
1979,^  in  order  for  it  to  become  law.  Adoption  of  the  proposed  amend- 
ment would  raise  serious  doubts  as  to  the  constitutionality  of  any 
provision  in  the  social  security  law  which  is  different  for  men  and 
women. 

1.2  COURT  ACTIONS 

In  the  meantime,  the  courts  are  being  asked  in  a  number  of  cases 
to  rule  on  whether  various  provisions  of  the  social  security  law  that 
are  different  for  men  and  women  are  constitutional  under  the  due 

1  Members  of  the  Subcommittee  were  Edward  J.  Cleaxy  and  John  J.  Scanlon,  with  Rita  R.  Campbell  as 
Chairman. 

2  This  is  seven  years  from  the  date  that  Congress  submitted  the  proposed  amendment  to  the  States. 
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process  clause  of  the  Fifth  Amendment.  The  Supreme  Court  has 
not  as  yet  ruled  on  the  constitutionality  of  any  provision  of  the  social 
security  law  that  is  different  for  men  and  women.  It  is  of  course 
impossible  to  predict  the  outcome  of  current  litigation. 

1.3  SOCIOECONOMIC  CHANGES 

In  recent  years  Americans  have  been  marrying  later  and  having 
fewer  children.  Also,  the  service  sector  of  the  economy  has  been 
expanding  at  a  faster  rate  than  other  sectors,  thus  providing  an 
expanding  number  of  jobs  of  the  type  that  women  have  traditionally 
held. 

These  trends  have  contributed  to  increases  in  the  number  of 
working  women  and  in  the  proportion  of  women  in  the  labor  force. 
In  1973,  more  than  half  of  all  women  worked  at  some  time  during 
the  year.  About  90  percent  of  all  women  have  worked  in  paid  employ- 
ment at  some  time  during  their  Uves. 

Moreover,  family  structure  has  undergone  significant  changes. 
Married  couples  where  only  the  husband  works  no  longer  comprise 
the  majority  of  families.  There  has  also  been  a  substantial  increase 
in  numbers  of  one-parent  families,  including  families  headed  by 
women  who  are  unmarried,  divorced,  separated,  deserted,  or  widowed, 
and  an  increase  in  households  that  are  headed  by  women.  In  1973, 
23  percent  of  all  households  were  headed  by  women,  as  compared  to 
18  percent  in  1960. 

1.4  COUNCIL  CONSIDERATION 

The  Council  gave  special  attention  to  those  provisions  of  the  social 
security  law  that  are  different  for  men  and  women,  and  to  those 
provisions  which  are  the  same  for  men  and  women,  but  are  targets 
for  complaints  that  the  program  provides  differential  treatment 
based  on  sex  or  marital  status.  The  Council's  findings  with  respect 
to  the  provisions  of  the  law  that  are  different  for  men  and  women 
are  discussed  in  section  2  below,  and  its  findings  on  differentia] 
treatment  under  provisions  of  the  law  that  do  not  differentiate 
between  the  sexes  are  included  in  section  3  below.  The  Council 
recognizes  that  further  changes  in  family  structure  may  take  place 
which  may  sooner  or  later  require  changes  in  the  social  security 
program  beyond  those  now  being  proposed  by  the  Council. 

Section  2.  Equal  Rights  for  Men  and  Women 

In  general,  the  provisions  of  the  social  security  law  that  are  different 
J  or  men  and  women  should  be  made  the  same  for  both  in  a  way  that  is 
consistent  with  the  purpose  and  principles  of  the  social  security  program. 
Specifically,  the  one-half  support  dependency  requirement  in  present  law 
for  entitlement  to  husband's  and  widower's  benefits  should  be  eliminated, 
and  for  any  category  of  women  entitled  to  secondary  benefits  the  cor- 
responding category  of  men  should  be  entitled  to  the  benefits  on  the  same 
basis. 

In  light  of  the  proposed  equal  rights  amendment,  court  decisions  in 
sex  discrimination  cases  not  involving  social  security,  and  socio- 
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economic  changes,  the  Council  beheves  it  would  be  desirable  to  act 
now  to  change  the  provisions  of  the  social  security  law  that  are 
different  for  men  and  women.  These  changes  should  be  made  in  a  way 
most  consistent  with  the  purposes  and  principles  of  the  social  security 
program  rather  than  as  the  result  of  court  decision  that  might  not 
offer  such  consistency. 

2.1  DEPENDENCY  RBQUIKEMENTS 

To  become  entitled  under  present  law  to  a  husband's  or  widower's 
benefit  based  on  a  wife's  earnings,  a  man  must  prove  that  he  was 
receiving  at  least  one-half  of  his  support  from  his  wife  when  she 
retired,  became  disabled,  or  died.  There  is  no  such  requirement  in 
the  law  for  women  for  entitlement  to  a  wife's  or  widow's  benefit 
based  on  her  husband's  earnings. 

Benefits  are  provided  for  a  wife  or  widow  without  a  specific  test  of 
support  because  it  has  been  thought  reasonable  to  presume  that  a 
wife  or  widow  is  dependent  on  her  husband's  earnings  for  support  and 
that  she  loses  support  or  a  potential  source  of  support  when  the 
husband's  earnings  are  cut  off.^  Men,  on  the  other  hand,  are  not 
generally  dependent  on  their  wives  for  support,  and  the  presumption 
of  dependency  that  was  thought  reasonable  for  a  wife  or  widow  has 
not  seemed  to  be  reasonable  for  a  husband  or  widower.  Present  law 
therefore  requires  a  man  to  establish  that  he  was  actually  supported 
by  his  wife  in  order  to  get  benefits  as  her  dependent. 

The  dependency  requirements  in  present  law  for  entitlement  to 
spouses'  and  surviving  spouses'  benefits  should  be  made  the  same 
for  men  and  women  without  providing  the  benefits  on  the  basis  of 
any  presumptions  as  to  the  dependency  of  women  on  men  or  of  men 
on  women.  At  the  same  time,  the  necessit}^  of  innumerable  detailed 
investigations  of  personal  circumstances  and  individual  determina- 
tions of  dependency  for  both  men  and  women,  as  would  be  necessary 
if  women  were  required  to  prove  dependency  as  men  now  do,  should 
be  avoided.  Accordingly^-,  the  Council  recommends  that  the  one-half 
support  requirement  in  present  law  for  entitlement  to  husband's 
and  widower's  benefits  be  eliminated  and  that  secondary  benefits 
under  social  security  be  provided  for  both  men  and  women  under 
the  implied  test  of  dependency  in  present  law  for  women. 

As  under  present  law,  a  spouse  or  surviving  spouse  whose  primary 
benefit  as  a  worker  equals  or  exceeds  the  secondary  benefit  as  a 
dependent  would  be  entitled  only  to  the  primary  benefit.  A  person 
entitled  to  a  primary  social  security  benefit  lower  than  the  secondary 
social  security  benefit  would  continue  to  get  the  primary  benefit 
plus  the  difference  between  it  and  the  amount  of  the  secondary 
benefit. 

The  law  should  he  changed  so  that  a  'pension  based  on  work  in  non- 
covered  employment  would  afect  entitlement  to  and  the  amount  oj 
secondary  benefits  under  social  security  in  the  same  way  that  a  primary 
social  security  benefit  does. 

Under  present  law  it  is  possible  for  a  wife  who  works  in  employment 
not  covered  by  social  security  to  get  a  full  worker's  pension  based 

3  There  has  always  been  an  exception  to  this  presumption  if  the  wife  or  widow  is  entitled  on  the  basis  of 
her  own  earnings  to  a  benefit  larger  than  her  wife's  or  -widow's  benefit;  in  this  situation,  the  wife's  or  widow's 
benefit  is  not  payable. 
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on  her  noncovered  work  plus  the  full  amount  of  the  wife's  or  widow's 
benefit  payable  on  the  basis  of  her  husband's  earnings  under  social 
security.  Generally  men  cannot  get  a  spouse's  or  surviving  spouse's 
social  security  benefit  in  addition  to  a  pension  from  noncovered 
employment  because  they  generally  cannot  meet  the  one-half  support 
test.  However,  with  the  elimination  of  the  one-half  support  require- 
ment, as  recommended  by  the  Council,  it  would  be  possible  for  both 
men  and  women  who  were  not  dependent  on  a  spouse's  earnings  for 
support  and  who  receive  benefits  as  workers  under  a  pension  system 
based  on  work  not  covered  under  social  security  to  get  a  spouse's  or 
surviving  spouse's  benefit  under  social  security.  The  Council  finds 
that  the  payment  of  spouse's  and  surviving  spouse's  benefits  under 
such  circumstances  is  contrary  to  the  dependency  basis  for  such 
benefits. 

Accordingly,  the  Council  recommends  that  the  law  be  changed  to 
prevent  the  payment  of  spouse's  and  surviving  spouse's  benefits  in 
such  cases.  Effective  prospectively,  periodic  payments  based  on  a 
person's  work  in  employment  not  covered  by  social  security,  should 
be  subtracted  from  any  social  security  dependents'  or  survivors' 
benefits  for  which  that  person  may  be  eligible. 

This  change  would  have  no  effect  on  eligibility  for,  or  the  amount  of, 
a  worker's  primary  social  security  benefit.  Also,  under  the  proposal, 
as  under  present  law,  nonsocial  security  pensions  from  work  covered 
under  social  security  would  not  aft'ect  entitlement  to  or  the  amount  of 
secondary  social  security  benefits.  In  such  cases  it  would  be  assumed 
that  the  pension  is  designed  to  be  supplementary  to  social  security. 

'  2.2  BENEFITS  FOR  FATHERS 

Present  law  provides  benefits  for  the  wife  of  a  worker  entitled  to 
old-age  or  disability  insurance  benefits  (and  the  widow  or  surviving 
divorced  wife  of  a  deceased  worker)  regardless  of  her  age  if  she  has 
in  her  care  a  child  who  is  under  age  18  (or  over  age  18  and  disabled) 
and  entitled  to  child's  benefits  on  the  basis  of  the  worker's  earnings. 
There  is  no  provision  in  the  law  for  the  payment  of  benefits  to  fathers 
in  like  circumstances. 

The  Council  recommends  that  benefits  be  provided  for  fathers  on 
the  same  basis  as  benefits  are  provided  for  mothers.  With  the  earnings 
test  applicable  to  fathers,  as  it  now  is  to  mothers,  benefits  for  fathers, 
and  thus  equal  rights  for  men  and  women  in  this  benefit  category,  can 
be  provided  at  relatively  little  additional  cost  to  the  program.  It 
is  expected  that  only  about  15  thousand  men  would  qualify  for  father's 
benefits  when  they  first  become  payable.  If  the  earnings  test  were 
not  applicable,  many  more  men  would  qualify  for  father's  benefits, 
and  the  cost  of  providing  benefits  to  fathers  would  be  substantial. 

2.3  BENEFITS  FOR  DIVORCED  MEN 

Under  certain  circumstances  an  aged  divorced  wife  or  aged  or 
disabled  divorced  widow  can  get  a  wife's  or  widow's  benefit  based  on 
her  former  husband's  earnings.  There  is  no  provision  in  the  law  for 
the  payment  of  husband's  and  widower's  benefits  to  divorced  men  in 
like  circumstances. 
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The  Council  recommends  that  benefits  be  provided  for  divorced 
men  on  the  same  basis  as  benefits  are  provided  for  divorced  women. 

The  cost  of  providing  these  benefits  is  neghgible.  Only  about  2 
thousand  men  are  expected  to  qualify  for  these  benefits  when  they 
first  become  payable. 

2.4  ALTERNATIVES  CONSIDERED  * 

The  Council  also  considered,  but  did  not  adopt,  requiring  women 
(and  fathers  and  divorced  men)  to  meet  the  one-half  support  test 
that  husbands  and  widowers  have  to  meet  under  present  law.  This 
approach,  Hke  the  one  recommended  by  the  Council,  would  prevent 
the  payment  of  spouse's  and  surviving  spouse's  benefits  under  social 
security  to  nondependent  men  and  women  whose  primary  employment 
was  in  jobs  not  covered  by  social  security.  The  Council  recognizes  that 
adoption  of  the  proposal  to  treat  a  pension  earned  in  noncovered 
employment  as  though  it  were  a  primary  social  security  benefit  would 
reduce  wife's  benefits  for  some  working  wives  who  are  approaching 
retirement  age  and  who  will  be  eligible  for  pensions  based  on  non- 
covered  employment.  On  the  other  hand,  application  of  a  one-half 
support  requirement  to  wives  and  widows  could  have  as  many  or 
more  or  more  adverse  effects  on  people's  retirement  expectations. 

Also,  a  proof-of-support  requirement  for  women  as  well  as  men 
would  substantiall}^  increase  the  administrative  complexity  of  the 
program  and  would  require  large  numbers  of  dependent  women  to 
establish  dependency  on  the  husband  in  order  to  get  exactly  the  same 
benefits  they  can  get  under  present  law.  The  approach  recommended 
by  the  Council  would  make  it  possible  for  men  who  are  actually 
dependent  to  get  dependent's  or  dependent  survivor's  benefits  with- 
out making  such  benefits  available  to  men  and  women  who  receive 
pensions  from  noncovered  employment  and  who  were  not  dependent 
on  the  insured  worker. 

Another  approach  considered  by  the  Council  was  the  gradual  elimi- 
nation of  dependents'  benefits  or  dependent's  and  dependent  survivor's 
benefits  for  spouses;  however  it  was  not  thought  that  socioeconomic 
changes  warranted  such  a  significant  dehberalization  in  the  program, 
and  it  was  considered  that  it  would  be  umeahstic  to  propose  such  a 
deliberahzation.  - 

2.5  BENEFIT  ELIGIBILITY  AND  BENEFIT  COMPUTATION 

The  benefit  eligibilit}^  and  computation  provisions  of  present  law 
are  the  same  for  men  and  women  reaching  age  62  after  1974  but  are 
different  for  men  and  women  who  reached  age  62  in  1954-1974.  The 
Council  does  not  recommend  any  change  in  these  provisions  since 
they  are  the  same  for  men  and  women  reaching  age  62  now  and  in 
the  future.  Also,  to  provide  the  same  computation  for  men  who 
reached  age  62  before  1975  that  was  provided  for  women  would  be 
very  costly,  estimated  on  a  retrospective  basis  at  $1.8  billion  a  year 
for  the  next  several  years,  and  stiU  as  much  as  about  $1.5  billion  a  year 
even  10  years  from  now. 


*  See  statement  by  Mrs.  Campbell. 
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Section  3.  Social  Security  Provisions  That  Do  Not 
Differentiate  on  the  Basis  of  Sex 

3.1  benefits  for  working  married  couples  ^ 

Under  present  law  a  married  couple  both  of  whom  worked  and  paid 
social  securit}^  taxes  may  get  less  in  total  benefits  than  a  couple  where 
only  one  member  worked  and  paid  taxes  and  whose  earnings  under 
social  security  were  the  same  as  the  first  couple.  The  Council's  Sub- 
committee on  the  Treatment  of  Men  and  Women  recommended  a 
proposal  that  would  assure  that  two-earner  couples  with  significant 
attachment  to  the  labor  force  would  alwa^^s  get  at  least  as  much  in 
benefits  as  single-earner  couples  with  comparable  covered  earnings. 
Under  the  Subcommittee's  proposal  such  working  couples  who  be- 
come entitled  to  benefits  in  the  future  would  have  the  option  of  re- 
ceiving retirement  benefits  based  on  their  combined  earnings  (with 
the  combined  earnings  in  any  year  not  being  permitted  to  exceed  the 
maximum  taxable  earnings  for  an  individual).  Since  higher  benefits 
than  under  present  law  would  be  provided  for  the  couples  affected,  the 
proposal  could  be  viewed  as  providing  a  larger  return  on  the  contribu- 
tions paid  by  a  working  wife  with  relatively  low  earnings  whose 
husband  also  had  relative^  low  earnings.  Thus,  the  proposal  would 
respond,  in  part,  to  the  complaint  of  some  married  women  workers 
that  they  do  not  get  a  return  for  their  own  contributions  when  the 
wife's  benefit,  based  on  the  husband's  earnings,  exceeds  her  own 
retirement  benefit.^ 

The  Council  does  not  endorse  the  principle  of  providing  benefits 
based  on  a  married  couple's  combined  earnings.  A  basic  rationale  for 
such  proposals  is  that  couples  who  have  paid  similar  contributions 
should  get  similar  benefits.  However,  in  an  earnings-related  social 
insurance  system,  such  as  social  security,  benefits  are  not  directly 
proportional  to  contributions.  Further,  the  Council  notes  that  there 
is  a  point  beyond  which  it  is  difficult  to  justify  adding  complex 
exceptions  to  the  social  security  law  in  the  interest  of  providing  bene- 
fits in  direct  relation  to  contributions  for  special  groups. 

Also,  proposals  to  base  benefits  on  a  couple's  combined  earnings 
have  a  substantial  cost — even  the  proposal  with  rather  limited  appli- 
cability recommended  by  the  Subcommittee  has  an  estimated  average 
long-range  cost  of  0.20  percent  of  taxable  pa^^rolh  (The  proposal  would 
cost  about  $4  million  in  1976,  and  more  in  later  years.)  A  further 
consideration  is  that  combined-earnings  proposals  would  treat  married 
working  couples  more  favor abl}^  than  two  single  workers  who  have 
the  same  amount  of  covered  earnings  as  the  married  couple,  and,  in 
so  doing,  would  further  increase  the  extent  to  which  the  value  of  the 
protection  afforded  married  workers  exceeds  that  of  single  workers. 

5  See  statement  by  Mrs,  Campbell. 

6  The  Council  notes  that  the  Subcommittee  also  considered  and  rejected  a  proposal  to  provide  a  married 
worker  in  all  eases  some  or  aU  of  the  spouse's  or  surviving  spouse's  benefit  in  addition  to  his  or  her  primary 
benefit.  The  Council  is  in  full  agreement  wath  the  Subcommittee's  decision.  Such  a  change  in  the  law  would 
create  ine  uities,  and  the  very  substantial  increase  in  social  security  contributions  that  would  be  required 
to  pay  for  the  additional  benefits  would  apply  not  only  to  married  people  but  also  to  single  people,  who  would 
denve  no  additional  protection  from  it.  (The  cost  of  a  proposal  to  pay  a  woman  the  full  wife's  or  widow's 
benefit  in  addition  to  her  own  retirement  benefit  is  estimated  to  be  $9-1 0  billion  above  present  law  in  the 
firstfu]lyear;if  comparable  provision  weremadeforhusbands  and  widowers, the  cost  would  be  substantially 
higher.) 
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3.2  IMPUTED  EARNINGS  FOR  HOMEMAKER  SERVICES 

The  social  security  law  should  not  be  changed  to  provide  earnings 
credits  to  homemakers  for  work  done  in  and  around  the  home  for 
which  no  earnings  are  received,  or  to  permit  people  to  pay  social 
security  taxes  with  respect  to  such  work  in  order  to  obtain  credits. 

There  is  of  course  an  economic  value,  however  difficult  to  assess,  to 
the  work  that  women  and  men  do  in  and  around  the  home,  and  there 
is  a  loss  when  such  work  ceases.  However,  no  wages  are  paid  for  such 
work,  so  there  is  no  loss  of  earned  income  that  occurs  when  the  work 
stops,  as  there  is  when  a  wage  earner  retires,  becomes  disabled,  or  dies. 

Social  security  is  an  earnings-replacement  program.  Its  function 
is  to  replace,  in  part,  earnings  from  work  that  are  cut  off  by  retire- 
ment in  old  age,  disability,  or  death.  It  would  be  contrary  to  the 
nature  of  the  social  security  program  to  provide  for  the  payment  of 
social  security  benefits  in  cases  where  no  loss  of  earnings  occurs,  and 
the  Council  believes  that  it  would  be  undesirable  to  change  the  nature 
and  function  of  the  social  security  program  by  providing  for  the 
payment  of  benefits  in  such  cases.  In  addition,  any  proposal  relating 
to  imputed  earnings  raises  serious  questions  of  equity  and  adminis- 
trative feasibility. 

3.3  SPECIAL  MINIMUM  BENEFIT 

The  Council  considered  a  proposal  recommended  by  the  Subcom- 
mittee on  the  Treatment  of  Men  and  Women  to  reduce  from  one- 
fourth  to  one-sixth  of  the  prevailing  contribution  and  benefit  base 
the  dollar  requirement  for  a  year  of  coverage  after  1950  for  purposes 
of  the  special  minimum  benefit  provision.  (Under  the  law  a  worker 
may  get  a  special  minimum  benefit  equal  to  $9  multiplied  by  the  num- 
ber of  his  years  of  coverage  under  social  security  in  excess  of  10  and 
up  to  a  maximum  of  30  if  that  benefit  exceeds  his  regular  earnings- 
related  benefit.)  The  Subcommittee  report  states  that  the  recom- 
mended change  was  intended  to  ''improve  the  protection  afforded 
under  social  security  to  regular  but  low-paid  workers,  the  majority  of 
whom  are  women.  .  . 

The  Council  recommends  no  change  in  the  special  minimum  benefit 
provision.  While  relatively  fewer  women  than  men  may  be  able  to 
qualify  for  the  higher  special  minimum  benefits,  this  difference  results 
from  the  fact  that  women  in  general  have  had  lower  earnings  than  men. 
To  the  extent  that  the  difference  in  earnings  between  men  and  women 
is  the  result  of  discriminatory  treatment  in  the  labor  market,  this 
difference  will  be  rectified  as  greater  equality  between  the  sexes  in 
employment  opportunities,  pay  scales,  etc.,  is  achieved.^ 

Also,  since  special  minimum  benefits  are  not  automatically  adjusted 
to  increases  in  prices  while  regular  earnings-related  benefits  are,  within 
a  short  period  of  time  the  latter  will  be  larger  in  all  cases  than  the 


^  By  Mrs.  Campbell.  I  do  not  anticipate  that  this  difference  in  earnings  between  men  and  women  will 
be  rectified  in  the  near  future.  Currently  the  median  annual  wage  of  full-time  working  women  is  57  percent 
of  that  of  full-time  working  men,  and  this  is  a  ratio  which  has  been  falling  during  the  last  three  years  from 
60  percent.  Although  I  do  agree  that  in  the  long  run  women  will  increase  their  earnings  relative  to  men's 
earnings,  this  will  take  time.  Currently,  and  in  the  decade  ahead,  more  women  will  wish  to  enter  the  labor 
force  and  the  supply  of  labor  is  increasing  relative  to  the  demand  for  labor  so  that  especially  during  this 
immediate  period  of  unemployment,  women  may  fare  worse  rather  than  better.  Only  when  young  women 
who  are  entering  the  labor  force  will  seek  occupations  and  gain  employment  in  those  types  of  work  which 
primarily  have  been  done  in  the  past  by  males,  will  the  ratio  move  in  favor  of  women.  Occupations  in  the 

(Continued) 
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special  minimum  benefits  and  the  provision  will  phase  out.  The  Sub- 
committee's recommendation  would  tend  to  perpetuate  the  special 
minimum  benefit  provision.  The  Council  believes  the  provision  should 
be  allowed  to  phase  out.  This  ''phase  out"  will  occur  as  future  regular 
benefit  levels  rise — reflecting  expected  increases  in  general  wage 
levels — and  benefits  for  long-term  regular  workers  under  social  secu- 
rity generally  become  suthcient  to  provide  earnings  replacement  that 
is  reasonably  related  to  their  preretirement  standard  of  living. 

Section  4.  Other  Findings 

Words  that  do  not  denote  gender  should  be  used  in  the  social  security 
provisions  oj  the  law  wherever  it  is  practical  to  do  so. 

The  Council  believes  that  words  that  do  not  denote  gender  should 
be  used  in  the  law  wherever  it  is  practical  to  do  so,  provided  no  change 
in  the  intended  meaning  of  the  law  would  result.  Yot  example,  where 
possible  it  would  be  preferable  for  the  law  to  refer  to  ''spouse" 
instead  of  to  "wife"  or  "husband",  and  to  "surviving  spouse"  instead 
of  to  "widow"  or  "widower",  etc.  The  Council  understands  that  there 
is  a  general  principle  of  statutory  construction  that  calls  for  inter- 
preting words  in  a  provision  of  law  which  denote  the  male  sex  as 
meaning  either  sex  unless  there  is  something  else  in  the  law  or  in  the 
legislative  history  of  the  provision  which  precludes  such  an  interpre- 
tation. The  Council  agrees  that  this  should  be  the  case  where  it  is 
not  practical  to  use  words  that  do  not  denote  gender  (and,  in  fact, 
has  followed  the  practice  in  this  report  of  using  "he"  where  "he  or 
she"  is  meant). 


(Continued) 

United  States  are  either  held  primarily  by  men  and  are  relatively  high  paying  or  held  primarily  by  women 
and  are  relatively  low  paying. 

What  percent  of  the  differential  between  the  earnings  of  men  and  women  is  a  residual  after  adjustments 
are  made  for  such  variables  as  education  and  interruptions  over  a  life  time  in  attachment  to  the  labor  force 
which  later  results  in  different  average  durations  of  work  experience  for  women  and  men,  I  do  not  know. 
There  is,  however,  considerable  literature  on  this.  I  refer  the  interested  reader  to  recent  issues  of  the  American 
Economic  Review,  Sept.  1973,  their  Proceedings,  May  1974;  Journal  of  Political  Economy,  March/April  1974,  as 
well  as  to  government  publications,  including  the  1973  Report  of  the  Council  of  Economic  Advisers,  and  Haar- 
ings  before  the  Joint  Economic  Committee  of  Congress  on  "The  Economic  Problems  of  Women,"  July  10-30, 
1973,  printed  in  three  parts. 

In  my  considered  judgment,  a  fair  summary  of  the  literature  is  that  the  difference  in  eai^nings  between 
women  and  men  due  to  discrimination  will  not  be  corrected  over  any  relatively  short  period  of  time.  Further, 
manji  women  work  regularly  30  hours  or  less  per  week,  as  in  retail  stores  and  although  they  are  "permanently 
attached  to  the  labor  force,"  their  total  annual  earnings  are  not  sufficient  to  give  them  entitlement  for  this 
benefit,  enacted  in  1972  and  designed  to  help  the  regular,  low-paid  worker.  I  support  a  reduction  in  the  re- 
quirement that  annual  earnings  equal  \i  of  annual  prevaiUng  tax  base  (currently  $14,100)  to  H;  that  is 
currently  from  $3,700  per  year  to  $2,350. 


CHAPTER  6 


OTHER  CASH  BENEFIT  RECOMMENDATIONS 

Section  1.  Universal,  Compulsory  Coverage 

The  social  security  system  should  he  applicable  to  virtually  all  gainful 
employment.  Therefore  Congress  should  develop  immediately  ways  of 
achieving  this,  giving  special  attention  to  those  areas  of  employment 
in  which  coordinated  coverage  under  social  security  and  existing  staff- 
retirement  systems  would  assure  that  benefits  are  reasonably  related  to 
a  worker's  lifetime  earnings  and  contributions. 

1.1  BACKGROUND 

The  original  Social  Security  Act  of  1935  provided  old-age  insurance 
coverage  only  for  employees  working  in  nonagricultural  industry  and 
commerce — fewer  than  6  out  of  10  jobs  in  the  paid  labor  force.  While 
the  founders  of  the  social  security  program  recognized  the  desirability 
of  universal  coverage,  they  foresaw  legal  problems  with  respect  to 
compulsory  coverage  of  some  groups  and  expected  that  there  would  be 
great  difficulty  in  securing  necessary  reports  of  earnings  for  other 
groups.  As  experience  was  gained  under  the  program,  approaches  that 
would  make  possible  or  facilitate  coverage  for  groups  that  initially 
posed  problems  were  worked  out,  and  coverage  was  extended  to  more 
and  more  groups  until  near-universal  coverage  was  achieved.  For  ex- 
ample, coverage  was  extended  to  regularly  employed  farm  and  domes- 
tic workers,  the  nonfarm  self-employed  (other  than  professional 
groups),  and  some  State  and  local  governmental  employees  (on  a 
group-voluntary  basis)  beginning  in  1951,  to  farm  and  most  profes- 
sional self-employed  people  and  additional  State  and  local  employees 
beginning  in  1955,  and  to  the  remainder  of  the  professional  groups 
(except  doctors)  and  members  of  the  armed  forces  in  1957.  By  1957 
the  coverage  of  the  program  had  reached  virtually  its  present  stage  in 
relation  to  the  objective  of  universal  coverage. 

While  about  9  out  of  10  jobs  are  now  covered  under  social  security, 
a  few  major  areas  of  employment  still  are  not  covered,  either  because  the 
law  specifically  excludes  the  employment  from  coverage  or  because  the 
law  provides  for  coverage  of  the  employment  on  a  group-voluntary 
basis  and  coverage  has  not  been  elected  for  all  groups.  The  Council 
urges  that  the  Congress  move  as  expeditiously  as  possible  to  extend 
compulsory  coverage  to  these  areas  of  employm^ent. 

1.2  PROBLEMS  UNDER  PRESENT  LAW 

The  existence  of  sizable  areas  of  employment  not  covered  by  social 
security  gives  rise  to  serious  inequities  in  benefit  protection — par- 
ticularly for  the  many  workers  who  move  between  covered  and  non- 
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covered  jobs.  Some  of  these  workers  get  windfall  social  security 
benefits  based  on  relatively  short  coverage  under  social  security  while 
others  just  miss  getting  enough  coverage  to  qualify  for  benefits. 
Universal  coverage  would  assure  all  workers  of  benefits  which  could 
be  supplemented  by  pension  plans  and  staff-retirement  plans  that  are 
designed  with  the  knowledge  that  social  security  benefits  will  also 
be  payable.  In  this  way  the  total  benefits  that  a  worker  receives 
could  be  rationally  related  to  past  earnings. 

Despite  the  fact  that  only  a  small  proportion  of  all  jobs  are  not 
covered  by  social  security,  there  is  still  great  potential  for  movement 
of  workers  between  covered  and  noncovered  jobs,  and  many  millions 
of  workers  spend  part  of  their  working  lives  covered  under  social 
security  and  part  covered  only  by  a  staff-retirement  system  or  not 
covered  by  any  system.  More  than  8K  million  jobs  are  still  not  covered 
under  social  security.  Of  these  noncovered  jobs,  about  2^  million  are 
in  Federal  employment  that  is  specifically  excluded  from  social  security 
coverage  by  Federal  law  because  it  is  covered  under  the  civil  service 
retirement  S3^stem  or  one  of  the  smaller  Federal  staff-retirement  sys- 
tems. (When  the  social  security  program  began,  the  civil  service 
retirement  system  was  already  well  established  and  the  advantages 
of  including  Federal  employees  under  social  security  as  well  were  not 
then  apparent.)  About  million  of  the  noncovered  jobs  are  in  State 
and  local  employment  and  are  generally  covered  under  a  State  or  local 
retirement  system.  (Coverage  is  available  to  State  and  local  employees 
on  a  group-voluntary  basis  through  agreements  between  the  Secretary 
of  Health,  Education,  and  Welfare  and  the  individual  States;  coverage 
by  agreement  avoids  legal  and  other  problems  relating  to  Federal- 
State  relationships.)  Also,  more  than  300,000  jobs  with  nonprofit 
organizations  are  not  covered  by  social  security,  most  of  which  are 
covered  by  staff-retirement  plans. 

The  Council  is  particularly  concerned  that  the  existing  situation 
affords  workers  whose  career  employment  is  covered  only  by  a  staff- 
retirement  system  an  unfair  advantage  over  the  majority  of  other 
workers,  who  are  covered  and  contribute  under  social  security  through- 
out their  working  lives.  Workers,  such  as  Federal  civilian  workers, 
whose  major  employment  is  not  covered  under  social  security  can, 
through  secondary  employment,  become  entitled  to  social  security 
benefits  which  are  in  the  lower  benefit  range  but  which  represent  a 
very  high  return  on  the  worker's  social  security  contributions.  For 
example,  a  special  study  in  1969  showed  that  more  than  40  percent  of 
all  Federal  civil  service  retirement  annuitants  were  also  drawing 
social  security  benefits  and  about  one-third  of  these  dual  beneficiaries 
received  social  security  benefits  based  on  the  minimum  primary 
insurance  amount.  Benefits  in  the  lower  benefit  range  are  heavily 
weighted  because  they  are  intended  for  people  w^ho  have  had  low 
average  monthly  earnings  over  a  working  lifetime.  Although  the 
wages  of  many  workers  in  noncovered  employment  are  relatively 
high  and  many  such  workers  qualify  for  substantial  staff-retirement 
benefits,  these  workers  are  likely  to  have  artificially  low  average 
monthly  earnings  under  social  security.  (This  is  because  for  social 
security  purposes  earnings  are  averaged  over  a  substantial  number 
of  years  and  the  workers  in  question  usually  have  covered  earnings 
in  relatively  few  years.)  In  many  instances  the  benefits  that  they 
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qualify  for  under  social  security  when  combined  with  the  benefits 
they  qualify  for  under  the  civil  service  retirement  system  (or  another 
system  that  embraces  employment  not  covered  by  social  security) 
are  high  in  relation  to  their  earnings  and  contributions ;  in  some  cases 
the  combined  monthty  benefits  exceed  previous  pay.  The  cost  of  the 
windfall  social  security  benefits  payable  in  such  situations  must  be 
borne  by  all  covered  workers  and  their  employers. 

In  addition,  there  are  opportunities  for  windfall  benefits  for  entire 
groups  of  State  and  local  employees  because  of  the  special  provisions 
for  social  security  coverage  of  employment  for  State  and  local  govern- 
ments on  a  group-voluntary  basis.  Coverage  for  State  and  local 
employment  may  be  terminated  after  coverage  has  been  in  effect 
for  7  years,  and  in  recent  years  coverage  has  been  terminated  for  some 
State  and  local  groups.  It  is  possible  for  a  group  to  select  a  termination 
point  when  most  of  its  members  have  qualified  for  continuing  social 
security  protection,  including  eventual  eligibility  for  Medicare  pro- 
tection. Such  terminations  of  coverage  should  not  be  permitted  since 
they,  too,  impose  an  unfair  additional  cost  on  all  who  are  regularly 
covered  under  social  security.  The  Council  notes  that  the  basis  for 
not  making  coverage  compulsory  for  State  and  local  employees  is 
being  reexamined  by  the  Social  Security  Administration  in  light  of 
recent  legal  decisions  in  this  area  concerning  the  immunity  of  the 
States  from  Federal  taxation. 

1.3  RECOMMENDATIONS 

Before  deciding  to  recommend  universal  coverage  under  social 
security,  the  Council  considered  other  approaches  for  dealing  with  the 
windfall  benefits  problem  in  cases  where  the  person  is  also  entitled  to  a 
staff-retirement  pension  based  on  work  that  is  not  covered  by  social 
security.  For  example,  consideration  was  given  to  recommending 
offsets  in  social  security  benefits,  or  a  change  in  the  method  of  com- 
puting social  security  benefit  amounts,  to  take  account  of  the  staff- 
retirement  pensions.^  The  Council  concluded  that,  because  these 
alternatives  represent  piecemeal  and  usually  complicated  approaches 
to  the  problem,  they  would  not  achieve  equitable  results  and  would  be 
difiicult  to  administer. 

Extending  social  security  coverage  on  a  mandatory  basis  to  Federal 
civil  service  employment  and  noncovered  State  and  local  emplo}^- 
ment  would  provide  coverage  for  about  6  million  additional  jobs  and 
would  over  the  long  run  eliminate  the  payment  of  windfall  social 
security  benefits  to  workers  in  such  employment.  Contributions  would 
exceed  benefit  payments  by  large  amounts  shortly  after  extension  of 
coverage  but  such  balances  would  decrease  as  benefits  based  on  newl}^ 
covered  employment  rose  rapidly  in  the  future.  It  is  estimated  that 
over  the  long-range  future,  extension  of  coverage  to  such  employment 
would  result  in  a  reduction  in  costs  of  about  0.25  percent  of  taxable 
payroll  to  the  social  security  cash  benefits  program  and  0.10  percent 
to  the  hospital  insurance  program. 

The  Council  recognizes  that  many  difl5culties  must  be  overcome  if 
the  objective  of  universal,  compulsory  coverage  under  social  security 


1  By  Mr.  Arnold,  Mr.  Cleary,  and  Mrs.  Norwood.  We  feel  that,  this  statement  is  inconsistent  with  certain 
recommendations  made  by  the  Council. 


36 


is  to  be  achieved.  However,  it  is  of  great  iraportance  from  the  stand- 
point of  assuring  good  basic  protection  for  all  workers  on  an  equitable 
basis  that  all  jobs  be  compulsorily  covered  under  social  security.  The 
Council  therefore  urges  the  Congress  to  act  promptly  to  extend  cover- 
age to  the  noncovered  areas  of  employment. 

Section  2.  The  Minimum  Benefit 

The  Council  notes  the  changing  junction  oj  the  minimum  benefit  and 
recommends  that,  for  people  who  start  getting  benefits  in  the  future,  the 
minimum  initially  payable  should  be  held  constant  at  the  level  in  efi'ect 
at  the  time  the  proposal  is  adopted.  As  under  the  law  now,  all  benefits, 
including  those  at  the  minimum  level,  should  be  kept  up  to  date  with  prices 
after  people  become  entitled  to  benefits. 

2.1  PRESENT  LAW 

In  its  review  of  the  present  social  security  benefit  structure  and  its 
consideration  of  proposals  to  stabiHze  replacement  rates,  the  Council 
gave  particular  attention  to  the  minimum  and  near-minimum  benefit 
levels.  Under  the  law,  the  regular  minimum  benefit  (now  $93.80)  will, 
like  other  benefits,  be  increased  for  both  current  beneficiaries  and 
future  beneficiaries  as  the  Consumer  Price  Index  rises  in  the  future. 
Benefits  based  on  this  minimum  are  payable  on  the  basis  of  average 
monthly  earnings  under  social  security  of  $76  or  less — an  average  so 
low  as  to  indicate  weak  attachment  to  the  labor  force.  The  minimum 
of  $93.80  replaces  at  least  123.42  percent  of  the  average  monthly 
earnings  on  which  it  was  based. ^  And  the  percentage  replacements  of 
average  monthly  earnings  at  the  minimum  will  continue  to  increase 
for  future  beneficiaries  as  the  Consumer  Price  Index  rises,  if  present 
law  is  not  changed. 

2.2  ISSUES 

The  Council  has  reviewed  the  history  of  the  social  security  minimum 
benefit  and  the  changing  characteristics  of  those  who  get  benefits 
based  on  the  minimum  and  has  concluded  that,  in  the  future,  the 
relative  significance  of  the  minimum  benefit  should  be  reduced. 

A  minimum  benefit  of  $10  was  originally  adopted  in  the  interest  of 
administrative  efficiency  and  to  avoid  the  public  relations  problems 
that  would  arise  if  very  small  monthly  benefits  were  paid.  The  mini- 
mum benefit  has,  over  the  years,  been  increased  more  than  twice 
as  much  as  benefits  generally  have  increased.  In  large  part,  dis- 
proportionate increases  have  been  made  on  the  basis  of  arguments 
related  to  the  ' 'inadequacy"  of  the  minimum  benefit  for  meeting 
individual  needs.  Whatever  validity  such  arguments  may  have  had, 
the  Council  believes  that  there  is  a  limit  beyond  which  there  should 
not  be  included  in  the  earnings-related  social  securit}^  program  benefits 
that  exceed  the  earnings  on  which  they  are  based.  The  Council  also 
believes  that  the  enactment  of  the  supplemental  security  income 
program  should  have  made  it  unnecessary  to  increase  the  social 
security  minimum  benefit  to  promote  social  welfare  objectives  and 


2  Since  the  minimum  is  payable  at  all  average  monthly  earnings  levels  below  $76,  in  many  cases  it  is  a 
nuch  higher  percentage  of  average  earnings. 
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recommends  that  future  efforts  to  assure  minimum  adequate  income 
be  channeled  through  such  means-tested  programs. 

Furthermore,  the  Council  is  concerned  that  benefits  at  minimum 
and  near-minimum  levels  are  increasingly  paid  not  to  people  who 
have  substantial  attachment  to  work  covered  by  the  social  security 
program  but  to  people  who  were  not  primarily  dependent  on  earnings 
in  covered  employment  during  their  working  years.  An  ever-increasing 
minimum  increasingly  provides  a  windfall  to  the  latter  group  and 
therefore  is  less  justifiable  as  a  social  insurance  benefit.  At  the  present 
time  (and  increasingly  in  the  future)  virtually  everyone  with  sub- 
stantial long-term  work  in  covered  employment  will  qualify  for  an 
earnings-related  benefit  in  excess  of  the  minimum.  For  example,  a 
man  retiring  at  age  65  in  1974  who  worked  throughout  his  life  at  the 
prevailing  Federal  minimum  wage  would  have  a  benefit  of  $181.60, 
almost  double  the  $93.80  minimum.  Even  if  he  had  had  such  earnings 
over  a  much  shorter  period,  his  benefit  would  still  exceed  the  minimum. 

2.3  ALTERNATIVES  CONSIDERED 

The  Council  considered  several  ways  to  reduce  the  significance  of 
the  minimum  benefit.  The  alternatives  considered  included  eliminat- 
ing the  minimum  benefit,  gradually  reducing  the  amount  of  the  mini- 
mum, and  gradually  reducing  the  highest  earnings  levels  at  which  the. 
minimum  would  be  payable.  Absolute  elimination  of  the  minimum 
benefit — while  theoretically  reasonable — would  adversely  affect  the 
retirement  plans  of  many  people  now  approaching  retirement.  The 
other  alternatives  considered  were  laid  aside  after  the  Council  decided 
to  recommend  fundamental  changes  in  the  method  of  computing  bene- 
fits (see  chap.  3,  sec.  3).  The  Council  therefore  adopted  an  approach 
which  will  freeze  the  current  benefit  table,  including  the  minimum 
and  near-minimum  benefit  levels,  for  as  long  as  these  benefit  levels 
may  prove  more  generous  than  those  resulting  under  the  revised  benefit 
formula.  Thus,  in  effect,  the  minimum  benefit  at  initial  entitlement 
would  be  frozen  indefinitely  at  the  level  in  effect  when  the  chancre  is 
adopted.  This  approach  is  not  only  least  disruptive  to  individual 
retirement  plans  but  is  also  compatible  with  the  Council's  recom- 
mendation for  basic  changes  in  the  method  of  computing  benefits. 
(See  chap.  3,  sec.  3;  and  chap.  7,  sec.  4.1.) 

2.4  EFFECTS  OF  RECOMMENDATION 

The  recommendations  to  freeze  the  minimum  benefit  under  the 
present  system  and  to  limit  replacement  rates  at  low  earnings  levels 
under  the  proposed  new  system  for  computing  benefits  (discussed  in 
chap.  3,  sec.  3)  will  strengthen  the  wage-related  nature  of  the  program 
in  the  future,  and,  at  the  same  time,  will  not  reduce  benefit  levels 
below  those  in  effect  when  the  new  system  is  implemented.  The  Coun- 
cil recognizes,  however,  the  reliance  of  many  beneficiaries  today  on 
social  security  benefits  based  on  low  earnings  and  the  need  to  assure 
that  the  purchasing  power  of  benefits  for  all  people,  once  they  have 
started  getting  benefits,  will  be  maintained.  We,  therefore,  recommend 
that  all  beneficiaries  who  become  entitled  to  benefits  in  the  future 
have  their  benefits  kept  up  to  date  with  the  Consumer  Price  Index 
once  they  are  on  the  benefit  rolls. 
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2.5  RELATED   CHANGES  NEEDED 

There  are  some  workers  with  substantial  work  histories,  but  very 
low  earnings  (such  as  domestics-,  migrant  farm  workers,  and  some 
manual  laborers) ,  who  depend  on  their  covered  earnings  when  working 
and  for  whom  minimum  social  security  benefits  may  be  the  primary, 
if  not  the  only,  source  of  retirement  income.  In  order  to  compensate 
for  the  fact  that  such  workers  and  their  dependents  and  survivors 
who  initially  qualify  for  benefits  in  the  future  might  get  lower  benefits 
under  the  recommendation  than  they  would  get  if  the  present  mini- 
mum benefit  provisions  were  retained,  some  alternative  source  of  addi- 
tional income  should  be  provided  for  them.  The  Council  believes  that 
a  needs-tested  program,  such  as  the  supplemental  security  income 
program,  is  appropriate  for  providing  additional  income  for  such 
workers.  However,  a  substantial  proportion  of  the  people  affected  by 
the  recommendation  will  be  between  ages  62  and  65  when  they  apply 
for  social  security  benefits  and,  therefore,  will  not  be  eligible  for 
supplemental  security  income  payments.  In  order  to  avoid  creating 
new  hardships,  it  is  essential  to  assure  that  those  who  depend  on 
minimum  social  security  benefits  be  provided  for  either  through  the 
supplemental  security  income  program  or  by  some  other  means.  One 
change  in  the  supplemental  security  income  program  the  Council 
believes  should  be  considered  is  lowering  from  65  to  62  the  age  of 
eligibility  for  people  who  cannot  qualify  for  payments  on  account  of 
disability  or  blindness. 

Section  3.  Older  Disabled  Workers 

A  worker  aged  55  or  older  who  cannot  meet  the  general  test  of  disability 
in  present  law  should  be  eligible  for  reduced  social  security  disability 
benefits  if  he  is  otherwise  eligible  and  can  no  longer  engage  in  substantial 
gainful  activity  requiring  skills  or  abilities  comparable  to  those  required 
in  any  gainful  activity  in  which  he  has  previously  engaged  with  some 
regularity  and  over  a  substantial  period  of  time. 

3.1  PRESENT  LAW 

The  definition  of  disability  in  the  social  security  law  that  is  applic- 
able to  all  workers  except  older  blind  workers  is,  in  effect,  a  test  of 
total  disability:  inability  to  engage  in  any  substantial  gainful  activity 
by  reason  of  a  medically  determinable  physical  or  mental  impairment 
that  has  lasted  or  is  expected  to  last  at  least  12  months,  or  to  result 
in  death.  An  exception  is  provided  for  blind  workers  aged  55  and  older, 
who  can  qualify  for  benefits  under  a  less  strict  test  of  disabilit}^  Under 
this  test,  a  bhnd  worker  aged  55  or  older  is  considered  disabled  for 
social  security  purposes  if,  because  of  blindness,  he  can  no  longer 
engage  in  substantial  gainful  activity  requiring  skills  or  abilities  com- 
parable to  those  required  in  any  gainful  activity  in  which  he  has 
previously  engaged  with  some  regularity  and  over  a  substantial  period 
of  time. 

3.2  ISSUES 

The  present  general  definition  of  disability,  while  appropriate  for 
younger  workers,  is  unrealistic  when  applied  to  older  workers.  A 
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severe,  but  not  totally  disabling,  impairment  can  have  virtually  the 
same  impact  on  an  older  worker  as  does  total  disablement  on  a  younger 
worker.  Many  workers  who  drop  out  of  the  labor  force  in  their  fifties 
and  early  sixties  do  so  because  of  impairments  that  are  not  yet  totally 
disabling  for  all  work  but  that  prevent  them  from  continuing  in  the 
kinds  of  work  they  have  done  regularly.  In  many  instances,  they 
cannot,  as  a  practical  matter,  establish  new  vocational  skill?  because 
of  advanced  age.  Unable  to  qualify  for  social  security  disability  bene- 
fits, they  may  have  little  or  no  regular  income. 

3.3  EFFECT  OF  RECOMMENDATION 

The  Council  has  concluded  that  the  test  of  disability  now  appli- 
cable to  older  blind  workers  should  be  extended  to  other  older  handi- 
capped workers  without  regard  to  the  cause  of  disability.  Under 
this  test,  a  medically  impaired  individual  who  is  otherwise  eligible 
and  who  could  no  longer  do  his  previous  work  would  be  considered 
disabled  if  his  major  skills  or  abilities  could  not  be  transferred  to 
related  jobs  or  fields.  For  example,  an  age-55  truck  driver  who  lost 
his  job  because  he  could  no  longer  drive  a  truck  would  be  found  to 
be  disabled  if  he  had  no  other  major  skills  or  abilities  that  could  be 
transferred  to  another  job.  Oq  the  other  hand,  if  the  same  person 
were  still  able  to  drive  but  lost  his  former  job  because  he  was  not 
able  to  do  heavy  lifting  which  was  a  requirement  of  his  job,  he  would 
not  be  disabled  since  he  could  transfer  his  driving  skills  to  another  job. 

The  aim  of  the  Council's  recommendation  is  to  provide  disability 
benefits  in  those  situations  where  the  older  handicapped  worker 
cannot  realistically  be  expected  to  be  able  to  work,  considering  his 
impairment  and  the  skills  he  has  developed  from  past  work.  The  Coun- 
cil is  equally  concerned  with  the  desirability  of  maintaining  incentives 
for  older  handicapped  workers  to  use  already-developed  skills.  The 
Council  believes  that  the  definition  of  disability  it  is  recommending 
for  older  workers,  which  is  the  same  as  that  recommended  by  the  1971 
Advisory  Council,  will  provide  needed  protection  for  older  handicapped 
workers  without  interfering  with  work  incentives  or  subjecting  the 
program  to  unwarranted  increases  in  program  costs. 

3.4  ALTERNATIVES  CONSIDERED  ^ 

In  arriving  at  the  recommendation  for  a  modification  in  the  defini- 
tion of  disabilit}^  for  older  handicapped  workers,  the  Council  was 
sensitive  to  the  fact  that  the  cost  of  the  disability  insurance  program 
has  been  increasing  rapidly  in  recent  years  and  has  substantiall}^ 
exceeded  the  estimated  cost.  For  these  reasons  the  Council  rejected  a 
defuiition  of  disability  for  older  handicapped  workers  that  would  be 
less  strict  than  the  one  now  applicable  to  the  blind.  Under  this  defini- 
tion, a  worker  would  be  eligible  for  benefits  if  he  were  so  disabled  that 
he  could  no  longer  engage  in  substantial  gainful  activity  in  his  last 
regular  occupation.  This  alternative  would  be  substantiall}'  more 
expensive  than  the  definition  that  is  being  recommended. 

3  See  statement  by  Mr.  Arnold,  Mr.  Cleary,  and  Mrs.  Norwood,  statement  of  Mr.  Danstedt,  and  statement 
of  Mr.  Byrnes,  Mr.  Faulkner,  Mr.  Scanlon,  and  Mr.  Smith. 
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3.5  COST  AND  NUMBER  AFFECTED 

As  a  way  of  reducing  the  cost  of  the  recommended  definition  of 
disabilit}^  for  older  workers,  the  Council  recommends  that  the  benefits 
paid  under  the  definition  be  equal  to  80  percent  of  the  full  benefits 
that  a  disabled  worker  receives  if  he  meets  the  regular  definition  of 
disability  in  the  law.  (The  benefit  rate  would  be  the  same  as  that  now 
payable  to  workers  who  receive  retirement  benefits  starting  at  age 
62.)  Such  a  provision  would  have  a  significantly  lower  cost  than  would 
a  proposal  which  provided  for  full-rate  benefits. 

As  an  additional  measure  to  keep  down  the  cost,  the  Council 
recommends  that  Medicare  protection  should  not  be  made  available 
to  those  older  disabled  workers  who  would  qualify  for  benefits  only 
under  the  less  stringent  definition  being  proposed.  (Under  present 
law,  a  person  who  has  been  entitled  to  disability  benefits  for  24 
months  becomes  entitled  to  Medicare  protection.)  The  Council 
recommends  that  Medicare  protection  for  this  group  should  be 
considered  in  conjunction  with  congressional  deliberations  on  the 
issue  of  national  health  insurance. 

The  Council's  recommendation  for  providing  benefits  to  older 
disabled  workers  who  are  not  eligible  under  present  law,  with  the 
recommended  cost-reduction  measures,  would  have  a  long-range  cost 
of  0.13  percent  of  taxable  payroll  (about  $0.7  billion  for  months  in 
1976,  the  first  full  calendar  3^ear). 

3.6  OTHER  CONSIDERATIONS 

The  Council  is  aware  of  the  concerns  expressed  in  the  July  1974 
Committee  Staff  Report  on  the  Disability  Insurance  Program.^  In 
that  report,  the  staff  expressed  the  view  that  ' 'sounder  information  is 
needed  on  the  ramifications  of  the  current  definition"  and  recom- 
mended that  ''if  the  current  Advisory  Council  does  make  legislative 
recommendations  in  addition  to  studying  the  actuarial  condition  of 
the  program,  an  examination  of  the  definition  of  disability  would 
appear  essential."  While  the  Council  did  acquaint  itself  with  the  way 
in  which  the  present  definition  is  applied  and  with  certain  operating 
experiences  under  that  definition,  it  has  not  been  able  to  undertake, 
in  the  limited  time  available,  a  definitive  study  of  experience  under 
the  disability  program.  The  Council  took  note  of  the  fact  that  the 
Committee  on  Ways  and  Means  appointed  an  ad  hoc  subcommittee 
to  review  the  problems  and  issues  mentioned  in  the  Committee  Staff 
Report.  The  Council's  recommendation  to  fill  the  present  gap  in 
disability  protection  for  older  workers,  together  with  its  recommenda- 
tion that  financing  be  provided  to  meet  the  cost  of  the  change,  will 
not  aggravate  the  problems  mentioned  in  the  Committee  Staff  Report 
and  may  ameliorate  some  of  them. 

Section  4.  Effect  of  Social  Security  on  Minority  Groups 

The  terms  and  benefits  of  the  social  security  program  are  uniformly 
applicable  to  all  individuals  covered  by  the  program  regardless  of  race 
or  ethnic  identification.  Because  racial  and  ethnic  groups  may  have 


8  Prepared  by  the  Staff  of  the  Committee  on  Ways  and  Means  of  the  House  of  Representatives. 
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different  economic,  demographic,  and  sociological  characteristics, 
however,  the  program  may  have  different  impacts  on  the  various 
groups.  The  Council  concerned  itself  with  the  question  of  how  minority 
groups  fare  under  social  security  and  found  that  the  available  data 
were  inconclusive.  The  Social  Security  Administration  is  conducting 
studies  bearing  on  this  subject,  and  the  Council  recommends  con- 
tinuing study  so  that  when  changes  in  social  security  are  being 
considered,  the  Congress  and  future  Advisory  Councils  will  have 
before  them  adequate  information  on  the  program's  impact  on 
minority  groups. 

As  an  example,  one  suggestion  often  heard  is  that  since  the  longevity 
of  blacks  is  less  than  that  of  whites,  the  social  security  program  should 
be  adjusted  to  take  this  difference  into  account.  It  is  not  clear,  how- 
ever, to  what  extent  other  provisions  of  the  program  such  as  survivors 
benefits,  disability  benefits,  and  the  weighting  in  favor  of  low-paid 
workers  in  the  benefit  formula  may  offset  whatever  disadvantage 
nonwhites  may  experience  under  social  security  because  of  lesser 
longevity.  Further  data  and  analysis  are  necessary  before  an  adequate 
evaluation  can  be  made  of  proposals  to  modify  social  security  to 
compensate  for  the  lesser  longevity  of  nonwhites  or  other  definable 
groups. 

Section  5.  Program  Simplification 

When  juture  changes  in  the  social  security  program  are  considered, 
the  e^ect  of  these  changes  from  the  standpoint  of  program  simplification 
should  be  taken  into  account.  Continuing  attention  should  be  given  to 
simplifying  the  program,  subject  to  considerations  of  equity  and  cost. 

5.1  background  and  discussion 

When  the  social  security  program  started  in  1937  it  provided  only 
retirement  protection  for  workers  and  covered  only  jobs  in  commerce 
and  industry — less  than  6  out  of  10  jobs.  Today,  9  out  of  10  jobs  are 
covered,  and  the  program  provides  not  only  retirement  insurance  but 
also  survivors  and  disability  insurance  and  Medicare.  The  history 
of  the  program  has  been  characterized  by  many  changes  and  con- 
tinuous growth.  Originally  there  was  only  one  category  of  bene- 
ficiaries; now  there  are  many.  The  forms  of  protection  added,  the 
extension  of  coverage  to  additional  groups,  the  additions  and  refine- 
ments made  to  the  beneficiary  categories,  and  numerous  other  changes 
have  made  the  social  security  program  more  effective  but  also  in- 
creasingly complex. 

Complexit}^  is  also  a  byproduct  of  the  continuing  concern  of  the 
Congress  that  the  social  security  program  be  as  equitable  as  possible. 
This  concern  has  prompted  the  enactment  of  special  provisions  for 
individual  groups.  For  example,  the  child's  benefits  provisions  have 
been  amended  over  the  years  to  provide  benefits  for  special  groups 
of  children  who,  it  was  believed,  should  be  protected  under  the  pro- 
gram since  they  are  dependent  on  the  worker,  and  there  are  different 
eligibility  and  dependency  requirements  for  each  group  of  children. 

The  social  securit}^  law  now  has  so  many  ramifications  and  so  many 
complex  provisions  that  few  people  covered  under  social  security- 
understand  the  nature  and  extent  of  the  protection  provided.  This 
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lack  of  understanding  can  frustrate  individual  efforts  to  plan  retire- 
ment and  to  work  toward  building  additional  protection  to  supple- 
ment social  security.  The  complexities  of  the  program  have  also  made 
its  administration  increasingh^  difficult. 

The  Council  recognizes  the  difficulties  involved  in  developing  legis- 
lative proposals  to  simplif}^  the  social  security  program  which  would 
avoid  substantial  cost  and  yet  not  reduce  benefits  for  some  bene- 
ficiaries. Mam^  legislative  changes  that  would  promote  better  under- 
standing of  the  program  and  facilitate  administration  would 
unnecessarily  raise  benefit  levels  for  some  groups  of  beneficiaries.  The 
increased  costs  that  would  result  would  have  to  be  borne  b}"  all  em- 
plo3?^ers  and  workers  who  participate  in  the  social  security  program. 
Other  proposals  for  simplification  which  would  have  no  costs  or  which 
would  result  in  a  savings  to  the  program  would  significantly  delib- 
eralize  eligibility  requirements  or  benefit  levels  for  some  beneficiaries. 

5.2  CONCLUSION 

When  considering  various  changes  in  the  social  security  program, 
the  Council  has  kept  the  goal  of  program  simplification  in  mind,  and 
some  of  the  proposals  the  Council  is  recommending  elsewhere  in  this 
report  would  have  the  ancillar}^  effect  of  simplifying  the  provisions  of 
the  social  security'  program.  The  Council's  recommendation  that  the 
monthl}^  measure  under  the  retirement  test  be  eliminated  would 
simplify  the  administration  of  the  retirement  test  provisions.  The 
method  of  computing  benefits  the  Council  is  recommending  would, 
over  the  long  run,  be  a  desirable  simplification  over  the  present  method. 
Also,  in  addressing  the  issue  of  equal  treatment  of  men  and  women 
under  the  program,  the  Council  has  chosen  to  recommend  that  the 
dependenc}^  test  be  eliminated  for  eligibility  for  husband's  and 
widower's  benefits  instead  of  recommending  the  addition  of  a  depend- 
ency test  for  wife's  and  widow's  benefits.  The  Council  notes  the  work 
which  the  Social  Security  Administration  has  done  in  devising  possible 
program  simplifications  (particularly  the  proposals  developed  by  the 
Social  Securit3^  Administration  Task  Force  on  Program  Simplification) 
and  urges  that  continuing  attention  be  given  to  achieving  the  objective 
of  simplifying  the  social  security  program  with  due  consideration  for 
equity  and  cost. 

The  Council  recognizes  that  the  Congress,  as  it  has  in  the  past, 
will  continue  to  take  into  account  considerations  of  equity  and  the 
needs  of  special  groups  when  making  changes  in  the  social  security 
program.  The  Council  recommends,  however,  that  when  future  changes 
are  considered  the  effect  of  these  changes  in  simplif^dng  or  complicating 
the  social  security  program  also  be  taken  into  account.  In  addition, 
the  Council  suggests  that  the  Congress  take  into  account  the  impact 
on  the  Social  Security  Administration's  responsibilities  for  administer- 
ing the  social  security  program  in  future  decisions  as  to  whether  or  not 
to  broaden  the  Social  Securit}^  Administration's  responsibilities  to 
embrace  the  administration  of  programs  that  are  not  part  of  social 
insurance. 
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Section  6.  Frequency  of  Cost-of-Living  Adjustments  in  Social 
Security  Cash  Benefits 

Under  present  law,  social  security  cash  benefits  can  be  inci eased 
automaticall}^  each  June  if  the  Consumer  Price  Index  has  risen  by  3 
or  more  percent  between  specified  base  measuring  periods.  Even 
during  periods  of  rapid  inflation,  the  automatic  benefit  increases  can 
occur  no  more  frequently  than  once  a  year.  Members  of  the  Council 
are  concerned  about  the  short-range  impact  of  rapid  increases  in  the 
cost  of  living  on  social  securit}^  beneficiaries  and  the  difficulties  many 
of  them  may  face  as  the  purchasing  power  of  their  benefit  dollar  is 
eroded. 

The  Council  notes  that  in  1972,  w^hen  the  provision  for  automatic 
adjustment  of  benefits  was  enacted,  the  Congress  expressed  the 
intent  that  the  purchasing  power  of  social  security  beneficiaries  should 
at  least  be  maintained.  The  Council  also  notes  that,  in  recognition 
of  the  rapidly  rising  prices  during  the  past  2  years,  the  Congress 
modified  the  automatic  adjustment  provisions  in  1973  to  provide 
benefit  increases  sooner  than  called  for  under  the  1972  law. 

The  Council  also  recognizes  that  proposals  for  more  frequent 
adjustments  would  raise  questions  of  equity  between  workers  and 
beneficiaries  particularly  when,  in  times  of  ver}-  rapid  inflation,  wage 
increases  may  lag  behind  price  increases  for  a  year  or  longer.  And 
it  is  recognized  that  such  proposals  could  have  significant  technical 
and  administrative  ramifications,  as  well  as  cost  eft'ects.  In  the  limited 
time  available  to  this  Council,  it  was  not  possible  to  explore  fully 
and  analyze  all  the  implications  of  alternative  proposals  to  improve 
the  responsiveness  of  the  automatic  benefit  adjustment  provisions  to 
rapid  inflation. 

In  view  of  congressional  intent  and  the  fact  that  most  beneficiaries 
have  only  a  small  margin  for  reduction  in  purchasing  power,  the 
Council  recommends  that  the  Administration  and  the  Congress  give 
consideration  to  proposals  that  would,  in  times  of  especially  rapid 
inflation,  keep  beneficiaires'  purchasing  power  more  current  than  is 
possible  under  the  present  system  of  annual  adjustments. 


CHAPTER  7 


FINANCING 

The  Chairman  of  the  Council  appointed  a  Subcommittee  on  Finance  ^ 
to  review  the  financial  aspects  of  the  social  security  system.  It  was 
assisted  by  five  independent  professionals,  two  economists  and  three 
actuaries.  In  the  limited  time  available,  the  review  was  necessarily 
concentrated  on  the  OASDI  program  because  it  faces  financing 
difl&culties.  The  report  of  the  Subcommittee  will  be  summarized  in 
this  chapter,  but  for  additional  information  on  any  particuar  item, 
the  reader  is  referred  to  the  Subcommittee's  detailed  report  which  is 
attached  as  Appendix  A. 

Section  1.  Basic  Characteristics  of  Old-Age,  Survivors,  and 
Disability  Insurance  Program 

1.1  current  cost  financing         ...    ^  i 

The  financing  of  the  OASDI  system  is  based  on  the  ''current  cost" 
method.  Under  this  approach,  no  fund  is  created  during  the  life  of  a 
worker  from  which  his  benefits  are  ultimately  paid.  Instead  the  social 
security  taxes  he  pays  are  immediately  paid  out  by  the  government 
to  persons  who  are  already  beneficiaries.  His  own  benefits  will  be 
paid  from  taxes  that  are  collected  in  the  future  from  persons  who  are 
then  working.  The  tax  rate  is  set  so  as  to  provide  tax  receipts  that 
approximate  current  expenditures.  In  essence,  the  plan  transfers 
money  from  one  generation  to  another  with  the  amount  taken  from 
the  one  generation  being  measured  by  the  other  generation's  benefit 
requirements. 

The  current  cost  method  would  be  unacceptable  for  a  private 
pension  plan,  but  it  is  a  sound  alternative  for  OASDI,  because  the 
government  has  the  continuing  power  to  tax  future  workers  in  order 
to  pay  benefits  in  the  future  to  those  who  are  now  working.  If  OASDI 
were  funded,  in  the  actuarial  sense,  by  creating  a  fund  of  one  or  two 
trillion  dollars,  that  fund  would  have  to  be  invested.^  The  largest 
part  would  almost  certainly  go  into  government  bonds  because  they 
are  considered  to  be  the  safest  investment.  The  value  of  such  bonds, 
however,  depends  on  the  power  of  the  government  to  tax  in  the  future. 
There  would  be,  therefore,  no  really  greater  security  behind  the  system 
than  there  is  today,  but  the  funding  would  have  a  ver}^  real  effect 
on  capital  formation  in  this  country. 

In  fact,  even  with  the  current  cost  method,  the  OASDI  system  has 
affected  the  capital  formation  of  the  country  and  will  continue  to 

J  Members  of  the  Subcommittee  were  Rudolph  T.  Danstedt,  Elizabeth  C.  Norwood,  and  J.  Henry  Smith, 
with  J.  W.  Van  Gorkom  as  Chairman. 

2  By  comparison,  the  Federal  debt  outstanding  at  the  end  of  fiscal  year  1975  held  by  the  public  is  estimated 
to  be  about  $360  billion. 
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affect  it  in  ways  that  are  not  clearly  understood  at  this  time.  Since 
the  formation  of  adequate  capital  for  the  nation's  needs  is  a  currently 
pressing  problem,  the  Council  strongly  recommends  that  a  study  of 
the  relationship  between  the  financing  of  the  social  security  system 
and  capital  formation  be  made  at  the  earliest  possible  time. 

1.2  MEASURING  LONG-RANGE  COSTS 

In  discussing  the  ''cost"  of  the  OASDI  system,  the  use  of  numbers 
in  absolute  dollars  is  of  little  help,  because  there  are  constant  changes 
in  the  number  of  workers,  beneficiaries,  wage  and  benefit  levels  and 
other  factors.  Throughout  this  report,  therefore,  we  will  be  expressing 
''cost"  as  a  percentage  of  total  covered  earnings,  meaning  earnings 
subject  to  the  OASDI  tax.  This  is  the  measure  of  cost  that  will  be 
used  herein  because  it  focuses  attention  on  the  size  of  the  burden  to 
be  borne  by  each  individual  taxpayer  and  employer.  As  an  example, 
the  cost  of  the  system  in  1974  was  10.67  percent  of  covered  earnings. 
Since  total  covered  earnings  in  1974  approximated  $600  billion,  ab- 
solute cost  of  the  system  in  that  year  was  around  $64  billion. 

1.3  OASDI  TAX  RATES 

The  current  tax  rate  for  OASDI  is  9.9  percent,  payable  on  all 
earnings  up  to  $14,100.^  The  total  tax  is  split  equally  between  the 
employer  and  employee,  with  each  paying  4.95  percent.  (To  this  is 
added  .9  percent  for  hospital  insurance  making  a  total  social  security 
tax  of  5.85  percent  borne  by  each.)  The  cash  benefits  tax  rate  for  the 
self-emplo3^ed  was  originally  established  at  a  level  of  150  percent  of 
the  employee's  tax.  However,  in  recent  years  it  has  been  frozen  at 
7  percent. 

1.4  WEIGHTED  BENEFIT  STRUCTURE 

While  the  tax  rate  for  all  employees  is  the  same,  the  benefits  are 
not  equal.  They  are  weighted  in  favor  of  lower-paid  workers  and  those 
with  dependents.  The  low-paid  worker  receives  a  benefit  that  is  a 
higher  percentage  of  his  (or  her)  average  earnings  than  does  the 
higher-paid  employee,  even  though  the  latter  receives  a  larger  absolute 
amount.  This  weighting  of  the  benefit  schedule  represents  society's 
recognition  of  "adequacy"  as  a  criterion  of  the  plan,  and  is  a  departure 
from  the  strict  principle  of  individual  equity.  Another  such  social 
concept  is  found  in  the  fact  that  a  married  worker  receives  certain 
protection  for  his  dependents  without  paying  any  more  premium 
than  a  single  worker  who  receives  no  such  protection. 

The  entire  social  security  program  is  necessarily  a  blend  of  social 
goals  and  individual  equity.  Maintaining  the  proper  blend  is  very 
important  if  we  are  to  sustain  the  workers'  support  of  the  plan.  To 
date,  most  workers  feel  responsible  for  the  S3^stem  because,  while 
aware  of  the  social  weighting  within  the  program,  they  still  view  their 
protection  as  being  reasonably  related  to  the  taxes  they  pay.  This 
attitude  is  important  to  the  success  of  social  security.  It  becomes  an 
important  factor  when  considering  the  introduction  of  additional 
welfare-type  benefits  or  methods  of  financing  from  general  revenues. 


3  The  $14,100  applies  to  earnings  of  1975.  The  amount  rises  each  year  in  accordance  with  the  increase  in 
average  wages  in  covered  employment. 


47 


Section  2.  Automatic  Adjustment  to  Inflation 

In  the  40  years  since  the  program  was  created,  Congress  has  voted 
many  raises  in  benefits.  Whenever  such  raises  were  enacted,  the  tax 
rate  was  usually  also  increased  to  help  cover  the  additional  cost.  The 
maximum  amount  of  wages  subject  to  tax  has  likewise  been  raised 
from  time  to  time. 

2.1  BENEFITS 

In  1972,  Congress  made  a  basic  change  in  the  system.  It  modified 
the  ad  hoc  approach  and  provided  that  thereafter  benefits  would  in- 
crease automatically  in  accordance  with  changes  in  the  cost  of  living, 
without  any  action  b}^  Congress.  The  cost  of  living  is  to  be  measured 
by  the  Consumer  Price  Index  (CPI).  The  first  such  automatic  increase 
is  now  scheduled  to  take  place  for  the  month  of  June  1975,  with  the 
increase  in  benefits  to  be  payable  in  early  July. 

2.2  TAXES 

Congress  is  relying  on  the  fact  that,  as  prices  increase,  wages  will  also 
increase,  thereby  raising  the  total  wage  base  and  providing  the  needed 
additional  revenue  to  cover  the  automatic  increase  in  benefits.  The 
social  securit}^  law  provides  that  whenever  benefits  are  automatically 
increased,  the  base  for  the  following  3^ear  is  raised  by  the  amount  of  the 
increase  in  wages  in  covered  employment. 

2.3   EFFECT  OF  WAGE  AND  PRICE  INCREASES  ON  COST  ESTIMATES 

Adoption  of  this  automatic  method  has  made  the  future  cost  of  the 
system  dependent  upon  future  changes  in  prices  and  in  wages.  The 
cost  can  no  longer  be  determined  on  the  basis  of  today's  benefit 
schedule,  because  it  will  move  up  automatically  with  changes  in  the 
CPI.  In  determining  the  long-range  financial  soundness  of  the  system, 
therefore,  estimates  of  the  movements  of  prices  and  wages  are  made 
for  a  75-year  valuation  period.  This  long  period  of  time  is  used  because 
the  inter-generational  transfers  and  the  impact  of  the  controlling 
factors  are  best  reflected  when  measured  over  a  very  long  time  frame. 

Section  3.  1974  Trustees'  Report  on  the  Financial  Condition 

OF  OASDI 

3.1  ASSUMPTIONS 

In  the  first  part  of  1974,  the  trustees  of  the  OASDI  system  made 
their  regular  actuarial  review  of  the  plan  and  projected  its  cost  over  the 
period  beginning  with  1974  and  ending  with  the  year  2048.  Their 
projections  were  based  on  four  major  assumptions : 

1.  Wages  will  increase  over  the  75-year  period  at  an  average 
rate  of  5  percent ; 

2.  The  CPI  will  increase  at  an  average  rate  of  3  percent ; 

3.  Real  wages  ^  will  increase  at  an  average  rate  of  2  percent; 

4.  The  total  fertihty  rate    will  rise  from  1.9  in  1974  to  2.1  by 
1985  and  remain  there. 

*  Real  wages  are  wages  adjusted  for  changes  in  the  CPI.  This  factor  actually  expresses  the  relationship 
between  the  first  two  assumptions,  but  it  is  set  out  separately  because  of  its  importance,  the  cost  of  OASDI 
being  very  sensitive  to  this  relationship. 

5  The  total  fertility  rate  is  the  average  number  of  babies  born  per  woman  during  her  lifetime. 
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3.2  ESTIMATED  DEFICIT 

Based  upon  these  assumptions,  the  trustees  have  computed  the 
cost  of  the  system  as  set  out  in  Table  A,  below.  For  comparison  the  tax 
rate  presently  authorized  by  law  has  also  been  provided : 

' '  TABLE  A 


Cost,  as  a  percent  Combined  tax  rate 

of  taxable  payroll  of  employer  and 

required  to  meet  employee  under 

benefits  present  law 


Calendaryear: 


1974    10.67  9.9 

1985     10.44  9.9 

1990    11.03  9.9 

1995   11.25  9.9 

2000    -    11.31  9.9 

2005   11.69  9.9 

2010   12.69  111.9 

2015    14.14  11.9 

2020      15.71  11.9 

2025    16.97  11.9 

2030      17.60  11.9 

2035     17.68  11.9 

2040     17.68  11.9 

2045       17.86  11.9 


1(2011). 

Note:  Average  cost  13.89  percent.  Average  tax  10.91  percent. 

The  difference  between  the  costs  and  the  tax  rates  above  represent 
a  financing  deficit  of  2.98  percent. 

3.3  PATTERN  OF  THE  DEFICIT 

It  is  not  enough,  how^ever,  to  say  that  the  long-term  deficit  is 
2.98  percent.  The  "shape"  of  that  deficit  is  very  important.  It  is 
clear  from  Table  A  that  the  deficit  does  not  occur  evenly  over  the 
period.  This  is  a  vital  factor  in  determining  future  tax  rates,  and  it  is 
even  more  evident  in  the  graphic  portrayal  below. 

PROJECTED  OASDX  CURRENT-COST  AND  TAX  RATE  IN  PRESENT  LAW,.  1975-2045 
Both  rftt«t  •xpretaed  a«  *  %  of  covered  c»rningt 

Parcent  Rate 

18,  ,  ..  


1970  1960  1990  2000  2010  2020  2030  2040  2050 
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The  deficit  is  the  spread  between  the  tax  and  cost  curves.  The 
graph  shows  that  a  relatively  small  amount  of  the  deficit  occurs  in 
the  next  30  years,  but  thereafter  the  deficit  increases  rapidly. 

The  most  important  reason  for  this  shape  of  the  deficit  is  demo- 
graphic. Relatively  few  people  were  born  during  the  great  depression 
of  the  30's.  After  the  war,  the  total  fertility  rate  rose  sharply  to  a 
peak  of  3.77  in  1957.  Thereafter  it  began  to  decline  and  it  has  recently 
reached  the  very  low  rate  of  1.9  which  is  below  the  population  re- 
placement rate.  The  trustees  have  estimated  that  this  rate  will  grad- 
ually rise  to  2.1,  which  is  the  rate  at  which  the  population  will  event- 
ually stabilize  itself,  and  will  remain  there  indefinitely. 

It  is  this  historic  birth  rate  pattern  that  largely  shapes  the  deficit. 
The  working  population  has  been  growing  rapidly  as  the  ''war  babies" 
have  entered  the  work  force,  and  this  will  continue  for  some  years. 
This  means  that  there  is  a  relatively  large  number  of  people  who 
will  be  paying  the  benefits  of  a  relatively  small  number  of  people, 
and  for  this  reason  the  cost  will  not  rise  materially,  even  with  auto- 
matic increases  in  benefits.  After  all  of  the  war  babies  have  entered 
the  work  force,  costs  will  still  rise  slowly  for  a  short  period  during 
which  the  relatively  small  number  of  depression  babies  start  to  draw 
benefits. 

Starting  about  2005,  however,  the  process  reverses  itself.  Then  the 
war  babies  begin  to  draw  social  security  benefits  in  ever  larger  num- 
bers, while  the  work  force  is  not  increasing  at  a  commensurate  rate 
because  of  the  low  fertility  rate  now  existing  and  forecasted  for  the 
future. 

These  demographic  changes  are  reflected  in  two  important  statistics : 

1.  Today  there  are  30  beneficiaries  for  every  100  workers. 

2.  In  the  year  2030  it  is  estimated  that  there  will  be  45  bene- 
ficiaries for  each  100  workers. 

This  situation  is  more  easily  grasped  with  another  graph: 

PROJECTED  OASDI  BENEFICIARIES  PER  HUNDRED  COVERED  WORKERS.  1975-2045 


1975  1980  1990  2000  2010  2020  2030  2040  2050 

C&icndar  Year 

It  is  possible,  of  course,  that  greater  immigration  or  greater  than 
anticipated  participation  by  women  in  the  work  force  may  solve  the 
problem.  If  not,  this  graph  suggests  that  around  the  year  2005,  pres- 
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sures  may  well  develop  to  increase  the  retirement  age  beyond  65. 
This  would  raodify  the  ratio  between  workers  and  beneficiaries  and 
reduce  the  high  benefit  costs  that  will  otherwise  have  to  be  met. 
Toda}^,  of  course,  the  general  demand  is  to  reduce  the  retirement  age, 
not  increase  it,  because  the  work  force  is  expanding. 

Obviously  the  demographic  projection  has  an  almost  overwhelming 
effect  on  the  costs  of  the  system.  This  can  be  seen  in  the  table  below 
where  the  2.98-percent  deficit  has  been  broken  down  into  its 
components : 

Table  B 

Percent  of 
Taxable  Payroll 


Actuarial  balance  of  OASDI  estimated  in  late  1973   —.51 

Effect  of  subsequent  changes  in: 

Population  assumptions   —1.87 

Economic  assumptions   — .  19 

Disability  rates   —.21 

All  other  assumptions   —.20 


-2.  47 


New  actuarial  balance   —2.98 


The  change  in  population  assumptions  accounts  for  63  percent  of 
the  total  deficit  and  76  percent  of  the  increase  in  the  deficit  since  the 
last  actuarial  review. 

3.4  APPRAISAL  OF  ASSUMPTIONS  USED  IN  THE  TRUSTEES'  REPORT 

The  Subcommittee  on  Finance  reviewed  the  four  basic  assumptions 
used  by  the  trustees  in  arriving  at  their  conclusion  of  a  2.98-percent 
deficit.  An  explanation  of  the  Subcommittee's  review  is  presented 
in  full  in  their  report  (Appendix  A) . 

Let  it  sufl3.ce  to  say  that  the  Subcommittee  found  reasonable  sup- 
port for  the  trustees'  conclusion,  but  were  of  the  firm  opinion  that  the 
deficit  is  more  likely  to  be  higher  than  lower.  The  Consultants  also 
reviewed  the  trustees'  four  basic  assumptions.  While  not  unanimous 
in  their  opinions  on  individual  factors,  they  stated  that  ''we  find  the 
Trustees'  conclusion  is  a  reasonable  indicator  of  future  experience."^ 

3.5  REVISIONS  OF  THE  ESTIMATE  OF  THE  DEFICIT 

As  this  is  being  written  the  social  security  staff  is  well  along  in  its 
work  on  the  1975  trustees'  report.  It  is  aheady  quite  clear  that  the 
assumptions  as  to  wage  and  price  increases  in  that  study  will  be  higher 
than  the  5  percent  and  3  percent^  used  in  the  1974  study.  It  seems 
possible  that  new  demographic  projections  may  reflect  lower  fertihty 
rates  than  those  used  in  the  1974  trustees'  report.  Thus,  the  1975 
trustees'  report  will  almost  certainly  show  a  significantly  higher  long- 
term  deficit  than  is  currently  projected. 

Our  primary  problem  is  covering  the  estimated  deficit,  but  the 
2.98  percent,  forecasted  by  the  trustees,  is  not  the  full  amount.  There 
are  other  factors  which  add  to  and  subtract  from  that  deficit,  and  which 
must  be  included  in  any  proposed  solution.  One  of  these  factors  is  the 
effect  of  the  unexpectedly  high  benefit  increase  for  June  of  1975. 

6  See  statement  of  Mrs.  Campbell. 

'  Rates  of  6  percent  and  4  percent,  respectively,  were  forecasted  in  February  1975,  by  a  panel  of  outside 
consultants  employed  by  the  Senate  Finance  Committee.  These  higher  rates,  plus  some  less  optimistic 
demographic  projections,  resulted  in  a  conclusion  by  the  panel  that  the  average  long-term  deficit  would  be 
6  percent. 


51 


Under  the  present  law,  benefits  are  scheduled  to  rise  automatically 
with  the  CPI.  The  first  such  automatic  increase  will  occur  for  the 
month  of  June  1975,  and  will  be  measured  by  the  rise  in  the  CPI 
between  the  second  quarter  of  1974  and  the  first  quarter  of  1975.  The 
trustees  originally  estimated  in  early  1974  that  such  increase  would 
be  4.4  percent.  It  is  now  estimated  that  the  increase  will  be  8.5  percent 
and  this,  in  turn,  will  cause  an  increase  of  .51  percent  of  covered  wages 
in  the  estimated  long-term  deficit. 

It  is  important  to  note  that  this  increase  in  the  deficit  has  an  imme- 
diate impact  on  the  cost  of  the  plan.  It  is  not  deferred  like  so  much 
of  the  2.98-percent  deficit  computed  by  the  trustees.  Provision  for 
this  addition  to  the  deficit  cannot  be  long  delayed. 

Section  4.  Council  Recommendations  Affecting  Financing 

4.1  stabilization  of  replacement  ratios 

A  ''replacement  ratio' ^  is  the  relationship  between  a  worker's 
initial  monthly  benefit  and  the  monthly  wage  he  earned  just  before 
he  retired,  died,  or  was  disabled.  For  example,  if  a  worker  earned 
$600  per  month  just  before  he  retired  and  received  a  benefit  of  $300 
per  month,  his  replacement  ratio  would  be  50  percent.  Replacement 
ratios  are  an  important  criterion  of  the  effectiveness  of  an  earnings 
replacement  system,  and  they  should  be  stable,  even  though  benefit 
levels  will  continue  to  rise  with  wages  and  prices. 

The  system  at  present  contains  a  flaw  which  can  cause  replacement 
ratios  to  fluctuate  widely,  both  up  and  down,  depending  on  move- 
ments of  wages  and  prices.  This  problem  is  explained  at  length  in  the 
report  of  the  Subcommittee  on  Finance.  One  example  taken  from 
that  report  will  suffice  to  demonstrate  the  need  for  correction.  The 
figures  below  represent  the  projected  replacement  ratios  of  a  low-paid 
worker,  assuming  average  wage  increases  of  5  percent  a  year,  and 
growth  in  the  CPI  at  various  rates : 

TABLE  C.-REPLACEMENT  RATIOS  IF  WAGES  GROW  AT  5  PERCENT  ANNUALLY 


Annual  increases  in  CPI 


Year  of  retiring  4  percent       3  percent         2  percent 


1975    .    0.615  0.611  0.606 

1985      .675  .608  .547 

2000      .843  .657  .511 

2025      1.299  .799  .489 

2050      1.647  .855  .445 


If  the  inflation  rate  is  4  percent,  the  replacement  rate  for  the  low 
earner  will  grow  from  .615  to  1.647,  and  he  will  receive  a  benefit  in 
2050  that  is  more  than  60  percent  above  his  final  earnings  level. ^  On 
the  other  hand,  if  the  inflation  rate  is  2  percent,  his  replacement  rate 
in  2050  will  be  only  27  percent  of  what  it  would  have  been  under  a 
4-percent  inflation  rate. 

8  If  he  has  a  wife  over  65  years  of  age,  they  will  receive  a  benefit  that  is  50  percent  greater,  and  this  will 
provide  a  replacement  ratio  of  2.47.  It  should  be  noted  that  these  replacement  ratios  are  also  understated 
by  the  effect  of  income  and  social  security  taxes.  Social  security  benefits  are  not  subject  to  such  taxes,  but 
wages  before  retirement  are.  The  same  type  of  understatement  occurs  to  the  extent  that  there  are  work- 
related  expenses  which  are  eliminated  after  retirement. 
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The  above  table  presents  the  problem  with  great  clarity.  Replace- 
ment ratios  can  move  capriciously,  either  uy  or  down,  and  they  can 
move  in  a  broad  range  depending  upon  the  movements  of  prices  and 
wages,  two  factors  over  which  the  system  has  no  control.  This  is  a 
very  undesirable  characteristic  in  the  system  and  was  probably  not 
intended. 

The  cause  of  this  instability  is  found  in  the  automatic  benefit 
increase  mechanism.  Whenever  the  CPI  rises  under  today's  system, 
benefits  will  automatically  rise.  The  increase  in  benefits  is  accom- 
plished, in  effect,  by  raising  the  entire  benefit  schedule.  This  increases 
the  benefits  for  all  persons  who  are  already  retired,  hut  it  also  in- 
creases the  future  benefits  for  those  who  are  still  working,  because  they 
will  eventually  obtain  the  advantages  of  the  higher  benefit  schedule 
when  they  retire.  At  the  same  time,  however,  those  who  are  still 
working  will  also  receive  an  increase  in  wages,  and  this  will  increase 
their  average  monthly  earnings  and  thereby  further  increase  their 
future  benefits.  In  other  words,  the  benefit  increases  for  those  still 
working  are  coupled  with  the  benefit  increases  for  retired  persons, 
and  this  produces  the  instability  in  replacement  ratios  which  is  illus- 
trated above. 

To  correct  this  flaw  requires  a  new  method  of  computing  benefits 
and  the  Council  has  already  proposed  such  a  method  in  Chapter  3, 
on  inflation.  Both  the  old  and  the  new  methods  are  explained  in  detail 
in  the  report  of  the  Subcommittee  on  Finance. 

Briefly  summarized,  the  starting  point  in  computing  the  benefit 
of  an  individual  today  is  the  determination  of  his  average  monthly 
earnings  (AME)  by  using  the  actual  taxable  earnings  for  years  after 
1950  down  through  the  year  before  retirement  occurs.  That  AME  is 
then  applied  to  a  benefit  schedule  which  is  set  out  below : 

119.89  percent  of  first  $110.00  of  AME; 

43.61  percent  of  next  $290.00  of  AME; 

40.75  percent  of  next  $150.00  of  AME; 

47.90  percent  of  next  $100.00  of  AME; 

26.64  percent  of  next  $100.00  of  AME; 

22.20  percent  of  next  $250.00  of  AME;  and 

20.00  percent  of  next  $175.00  of  AME.  ^  ^ 
As  explained  earlier,  this  benefit  table  is  intentionally  weighted  in 
favor  of  the  low-paid  employee. 

The  proposed  system  (sometimes  referred  to  as  the  ''decoupled" 
system)  uses  the  same  earnings  for  the  years  after  1950,  but  it  indexes 
those  earnings  to  the  year  before  the  year  in  which  retirement  occurs. 
Let  us  assume,  for  example,  that  a  man  retires  in  1974  at  age  65.  If  he 
earned  $3,500  in  1960  and  the  average  1973  covered  wage  is  80  per- 
cent higher  than  the  average  1960  covered  wage,  then  the  employee's 
earnings  of  $3,500  will  be  multiplied  by  1.8  and  the  resulting  $6,300 
will  be  used  as  his  earnings  for  1960  in  computing  his  average  earnings. 
These  are  now  referred  to  as  his  average  monthly  indexed  earnings, 
referred  to  as  AMIE.^ 

This  AMIE  will  always  be  higher  than  the  AME,  formerl}^  used, 
and  will  usually  be  substantially  higher.  Therefore,  it  would  be 
improper  to  use  the  schedule  of  benefit  percentages  used  under  today's 


9  The  indexing  feature  has  collateral  benefits  of  its  own,  in  addition  to  forming  a  necessary  part  of  th^ 
proposed  system.  These  are  explained  in  Chapter  3. 
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method.  Instead,  a  new  formula  has  been  developed  which  can  be 
expressed  as  follows: 

A  percent  of  the  first  $X  of  AMIE 
plus 

B  percent  of  all  AMIE  over  $X 

The  numbers  represented  above  by  A  and  B  are  fixed,  but  the  X 
would  increase  as  average  covered  wages  increased. 

The  fixing  of  the  exact  amounts  of  A  and  X  and  B,  in  the  above  for- 
mula, will  depend  on  the  precise  objectives  to  be  met,  as  ultimately 
determined  by  Congress.  They  will  also  depend  on  the  actual  date  on 
which  the  new  system  is  installed.  If  the  system  became  effective  in 
1976  and  was  designed  to  meet  the  objectives  thus  far  proposed  by 
the  Council,  here  is  an  approximation  of  the  formula  in  numerical 
terms  * 

100  percent  of  the  first  $123  of  AMIE 
plus 

31  percent  of  all  AMIE  above  $123  '  - 

(The  $123  is  adjusted  upward  each  year  as  average  covered  wages 
rise.) 

Again  it  is  emphasized  that  this  specific  formula  is  presented  here 
solely  to  facilitate  discussion  and  not  to  indicate  that  it  is  the  only 
one  that  can  be  used,  or  even  that  it  is  the  best.  For  example,  there  is 
some  opinion  to  the  effect  that  we  need  a  three  factor  formula,  such 
as  the  following: 

100  percent  of  the  first  $X  of  AMIE 
plus 

31  percent  of  the  next  $Y  of  AMIE 

plus  • 
20  percent  of  all  AMIE  above  $Y 

The  new  system  will  not  freeze  benefits  in  any  sense  of  the  word; 
it  will  merely  stabilize  at  the  various  levels  the  relationship  of  the 
benefits  to  the  earnings  of  the  recipient  just  prior  to  retirement. 
Furthermore,  the  proposed  system  can  be  implemented  in  such  a  way 
as  not  to  reduce  anyone's  benefits  as  computed  under  the  formula 
presently  applicable  to  persons  now  retiring. 

Whether  the  proposed  system  would  produce  lower  or  higher  bene- 
fits and  costs  than  the  present  system  depends  upon  the  relationship 
between  future  movements  in  wages  and  prices,  factors  which  no  one 
can  predict  with  certainty.  Under  the  assumptions  of  the  trustees,  as 
to  wage  and  price  increases,  the  long-term  benefits  and  costs  of  the 
proposed  S3^stem  will  not  be  as  high  as  under  the  present  plan,  but  if 
the  movements  of  wages  and  prices  follow  a  different  pattern,  the 
benefits  and  costs  could  be  higher  under  a  decoupled  system  than 
under  the  present  system.  (See  Table  C  on  page  51.) 

In  summary,  the  new  formula  will  cause  benefits  to  rise  solely  in 
keeping  with  wages  during  an  individual's  working  years,  and  after 
retirement  his  benefits  will  increase  solely  on  the  basis  of  increases  in 
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the  CPI.  The  Council  strongly  recommends  that  such  a  decoupled 
system  be  adopted.  In  fact,  the  Council  is  convinced  that  decoupling  I 
is  by  far  the  most  important  step  to  be  taken  to  improve  the  system. 

4.2  OTHER  BENEFIT  RECOMMENDATIONS 

Compulsory  Coverage  of  Government  Employees — Some  90  per- 
cent of  the  working  population  is  today  covered  by  social  security.  By 
far  the  largest  segment  that  remains  uncovered  is  composed  of  govern- 
ment employees,  Federal,  State,  and  local.  The  Council  has  recom- 
mended that  social  security  coverage  of  these  employees  be  made 
compulsory  in  order  to  prevent  the  windfall  benefits  which  the^^  fre- 
quently receive  at  the  expense  of  the  social  security  system.  (This 
windfall  problem  is  described  in  greater  detail  in  Section  1  of  Chapter 
6  of  the  Council's  report.) 

If  all  government  emploj^ees  were  brought  under  social  securit}^, 
it  is  estimated  that  there  would  be  a  long-term  reduction  in  the  cost 
of  the  system  of  .25  percent  of  covered  wages  and  a  short-term  re- 
duction of  .70  percent.  These  are  sigTiificant  amounts,  but  there  are 
also  significant  obstacles  to  such  compulsory  coverage.  A  constitutional 
question  clouds  the  forced  coverage  of  employees  of  State  and  local 
governments.  Also,  although  proposals  for  coverage  of  Federal 
employees  have  been  considered  over  the  years,  they  have  not  generally 
been  supported  by  Federal  employee  groups  and  have  not  been  passed 
by  Congress.  For  these  reasons,  the  Council,  while  fuUy  in  favor  of 
covering  all  government  employees,  has  decided  not  to  include  such 
potential  cost  reductions  in  our  later  computations  of  the  deficit. 

Liberalization  of  the  Retirement  Test — Under  the  retirement  test 
today,  a  retiree  loses  one  dollar  of  benefits  for  each  two  dollars  he 
earns  above  the  exempt  amount,  which  is  $2,520  in  1975.  Such  exempt 
amount  rises  each  3^ear  with  average  covered  wages.  The  Council 
has  recommended  that  for  earnings  above  the  exempt  amount,  but 
not  in  excess  of  tmce  the  exempt  amount,  the  loss  of  benefits  be 
limited  to  one  dollar  for  each  three  dollars  of  earnings.  For  earnings 
above  UvicQ  the  exempt  amount  the  one-for-two  reduction  in  benefits 
would  again  appl}^ 

Equalizing  Dependency  Requirements — The  Council  has  voted 
to  recommend  that  the  support  test  for  husbands  and  mdowers 
benefits  be  eliminated  and  that  benefits  be  provided  for  fathers  and 
certain  divorced  men,  so  as  to  provide  equal  treatment  of  the  sexes. 

Liberalization  of  the  Disability  Test — The  Council  has  recom- 
mended a  somewhat  less  stringent  test  of  disability  for  workers  who 
are  55  years  of  age  and  older. 

4.3  OASDI  TAX  RATES  FOR  THE  SELF-EMPLOYED 

The  ''cost"  of  an  employee's  benefits  is  paid  for  by  both  the  em- 
ployee and  his  employer,  mth  each  pa3^ing  4.95  percent  toda}^,  or  a 
total  of  9.9  percent.  While  the  self-emploj'ed  person  receives  the  same 
benefits  as  an  employee,  it  was  decided  long  ago  to  set  his  tax  at  75 
percent  of  the  combined  tax,  which  is  the  same  as  150  percent  of  the 
emploj^ee's  tax.  This  means  he  should  be  pa^^ing  150  percent  of  4.95 
percent,  or  7.425  percent.  In  recent  years,  however,  his  rate  has  been 


55 


further  reduced  by  being  frozen  at  7  percent.  The  Council  sees  no 
reason  for  this  deviation,  especial!}^  in  light  of  the  expected  increases 
in  future  rates  for  emplo3"ees  and  emplo^^ers.  It  is  recommended, 
therefore,  that  the  self-employed  tax  be  fixed  again  at  150  percent  of 
the  employee's  tax. 

4.4    SHIFT    OF   HOSPITAL   INSURANCE   CONTRIBUTION   RATE   TO  OASDI 

The  OASDI  program  is  financed  from  taxes  on  covered  earnings, 
because  the  benefits  of  the  program  are  always  related  to  the  earnings 
of  a  worker-taxpayer.  This  is  true  even  when  the  beneficiary  is  a 
spouse  or  dependent  survivor.  The  same  principle  does  not  appl}^  to 
benefits  under  part  K  of  the  Medicare  program.  There  the  amount  of 
the  benefits  is  determined  by  the  hospital  and  related  health  care 
costs  of  a  particular  person,  and  bear  no  relationship  whatsoever  to 
his  wages  or  those  of  anyone  else. 

Under  such  circumstances  there  does  not  seem  to  be  any  real  reason 
for  funding  such  costs  by  a  tax  on  wages.  Hospital  insurance  expendi- 
tures would  seem  to  be  more  properh-  funded  from  general  revenues, 
and  the  Council  recommends  such  a  proposal  to  the  Congress. 
If  adopted  it  could  make  an  important  contribution  to  the  solution  of 
the  financial  problems  of  the  OASDI  program  ^^dthout  an  immediate 
increase  in  total  social  security  tax  rate. 

The  present  social  security  tax  is  composed  of  two  parts : 


[In  percent] 


Employee 
pays 

Employer 
pays 

Total 
tax 

OASDI  

Medicare  part  A...   

   4.95 

   .90 

4.95 
.90 

9.9 
1.8 

Total  

   5.89 

5.85 

11.7 

If  the  OASDI  tax  rate  is  raised  in  1976  b}'  1.0  percent,  as  recom- 
mended by  the  Council,  and  if  an  equivalent  amount  of  the  Medicare 
part  A  program  is  funded  from  general  revenues,  the  total  social 
security  tax  would  remain  the  same : 

[In  percent] 


Present 

Proposed 

social 

social 

security  tax 

security  tax 

OASDI    

    9.9 

10.9 
.8 

11.  7 

Medicare  part  A      . 

    1.8 

Total    

     11.7 

For  the  indi^fidual  or  the  employer  it  means  that  the  OASDI  tax 
would  rise  from  4.95  percent  to  5.45  percent  but  his  hospital  insurance 
(Medicare  part  A)  tax  would  fall  from  .9  percent  to  .4  percent,  thereby 
leaving  his  overall  tax  the  same. 


1°  See  statement  of  Mr.  Danstedt. 

11  See  statement  of  Mrs.  Campbell,  Mr.  Faulkner,  Mr.  Scanlon,  and  Mr.  Smith. 
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There  would  still  remain  a  Medicare  part  A  tax  of  .8  percent  as  a  I 
part  of  the  total  social  security  tax.  The  financing  of  this  .8  percent 
could  be  sliifted  gradualh^  to  general  revenues  as  the  cost  of  OASDl 
rose  in  future  years,  thereby  making  it  possible  to  keep  the  total 
social  security  pa^Toll  tax  constant  for  some  time  in  the  future. 

In  actual  fact,  the  hospital  insurance  portion  of  the  tax  is  scheduled 
under  present  law  to  rise  over  the  next  10  ^^ears  from  1.8  percent  to 
3.0  percent,  as  follows: 

[In  percent] 


OASDl  tax 

HI  tax 

Total  tax 

1975-77  

  9.9 

1.8 

11.7 

1978-80  

   9.9 

2.2 

12.1 

1981-85  

1986  

  9.9 

  9.9 

2.7 
3.0 

12.6 
12.9 

The  schedule  above  shows  that,  even  without  an}?  change  in  the 
OASDl  tax,  the  total  social  security  tax  would  rise  in  the  next  10 
years  from  11.7  percent  to  12.9  percent.  This  means  that  if  the  total 
hospital  insurance  burden  is  gradually  shifted  to  general  revenues > 
the  Ox4lSDI  tax  can  be  raised  in  the  future  by  an  aggregate  of  3.0 
percent  (instead  of  1.8  percent)  without  raising  the  total  social 
security  tax  be^^ond  the  rate  that  would  have  been  payable  under  the 
present  law\ 

It  is  obvious  that  the  shifting  of  the  hospital  insurance  tax  to  general 
revenues  would  create  a  need  for  higher  income  taxes  or  other  levies. 
Depending  on  how  this  need  is  met,  it  is  quite  possible  that  for  many 
persons  the  proposal  would  mean  just  a  shift  in  the  type  of  tax  that 
is  paid.  In  fact,  some  persons  or  employers  would  incur  a  higher 
aggregate  tax  burden  than  they  would  if  the  OASDl  tax  were  simply 
increased. 

However,  to  the  extent  that  general  revenues  are  derived  from 
progressive  taxes,  those  in  the  lower  economic  groups  would  almost 
certainly  benefit  from  the  shift  of  the  hospital  insurance  tax  to 
general  revenues.  These  groups  include  the  persons  that  would  have 
the  greatest  difiiculty  in  handling  a  .5  percent  increase  in  the  social 
security  tax.  For  many  of  them  that  tax  is  already  a  greater  burden 
than  the  income  tax. 

4.5  SUMMARY  OF  EFFECT  OF  COUNCIL'S  RECOMMENDATIONS 

In  Table  D,  below,  there  is  presented  a  summary  of  the  various 
items  which  will  make  up  the  assumed  deficit  as  of  J..nuary  1,  1976 
(using  the  1974  trustees,  report  figures  as  a  starting  point).  This 
date  has  been  chosen  as  the  earhest  possible  date  on  which  all  of  the 
assumed  events  can  have  occurred.  The  ''minus"  sign  is  used  in  the 
table  to  indicate  a  deficit  or  an  increase  in  the  deficit.  The  table 
assumes  that: 

1.  The  automatic  benefit  im  ease  for  June  1975,  will  take 
place ; 

2.  The  Congress  mil  adopt  and  install  a  new  method  of  de- 
termining benefits  that  will  stabilize  replacement  ratios ; 
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3.  Congress  will  adopt  six  changes  in  benefits  which  the  Council 
has  recommended  in  various  chapters  of  this  report,  and  which 
are  enumerated  below; 

4.  The  self-employed  tax  is  set  at  150  percent  of  the  employee's 
tax; 

5.  Compulsory  coverage  of  government  employees,  recom- 
mended by  the  Council,  is  not  enacted  by  Congress.  (If  this 
recommendation  were  to  be  enacted,  there  would  be  a  long- 
range  savings  of  about  0.25  percent  of  taxable  paj^roll.) 

Table  D. — Change  in  actuarial  balance  of  OASDI,  expressed  as  a  percent  of  taxable 

payroll 

Average 


■     -  Cost 

Actuarial  Balance  from  1974  trustees'  report   —2.  98 

Automatic  Benefit  Increase  for  June  1975  assumed  to  be  8.5  percent  in- 
stead of  4.4  percent   —.51 


Total   -3.  49 

Changes  Recommended  by  Council: 

1.  New  method  of  computing  benefits  to  stabilize  replacement  ratios 

("decoupled"  sj^stem)   1.  12 

2.  No  benefit  percentage  over  100  percent  and  minimum  benefit 

frozen  at  $93.80   .  07 

3.  Change  in  retirement  test   — .  02 

4.  Change  in  disabilitj^  test   —.13 

5.  Equalize  dependency  requirements  and  benefit  categories  for  men 

and  women   —.11 

6.  Reduce  secondary  benefits  by  benefits  from  noncovered  em- 

ployment  .  03 

7.  Reinstating  self-employed  tax  rate  at  150  percent  of  employee's 

rate   .  03 


Total   .  99 


Revised  Actuarial  Balance   —2.  50 


Section  5.  Meeting  the  Estimated  Deficit 

As  pointed  out  earlier,  the  Council  has  been  dealing  with  the  issue 
of  financing  during  a  period  when  it  has  been  clear  that  the  true  deficit 
is  larger  than  that  estimated  in  the  1974  trustees'  report.  While  the 
figures  for  the  next  trustees'  report  were  not  available  before  this 
report  was  prepared,  we  believe  that  the  basic  approach  suggested 
here  will  be  applicable  to  an  increased  deficit.  The  figures  here,  using 
the  1974  estimates  and  assumptions,  should  therefore  be  taken  as 
illustrative. 

Using  the  1974  trustees'  figures  and  the  assumptions  in  4.5  above,  the 
task  is  the  covering  of  a  long-term,  average  deficit  of  2.50  percent 
of  covered  pa^rroll.  The  2.50  deficit  arises  from  the  difference  between 
the  estimated  costs  of  the  system  and  the  tax  rates  in  the  present  law. 
The  recomputed  costs,  based  on  the  same  assumptions  as  are  con- 
tained in  Table  D,  and  employing  the  trustees'  economic  and  demo- 
graphic projections  of  1974,  are  shown  below,  along  with  the  tax 
rates  in  the  present  law : 
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TABLE  E 


Cost  as  a  percent 
of  taxable  payroll 
required  to  meet 
t>enefits 


Combined  tax  rate 
of  employer  and 
employee  under 
present  law 
(percent) 


Calendar  year: 


1976    10.9  9.9 

1985...     11.0  9.9 

1990         11.6  9.9 

1995        11.7  9.9 

2000      11.7  9.9 

2005      11.8  9.9 

2010...       12.4  111.9 

2015...    13.5  11.9 

2020...     14.8  11.9 

2025...    15.8  11.9 

2030...     16.2  11.9 

2035        16.1  11.9 

2040    15.9  11.9 

2045     15.9  11.9 

2050.     16.0  11.9 


1  Calendar  year  2011. 

It  is  quite  apparent  that  there  are  really  two  deficits,  one  long-term 
and  the  other  short-term.  Since  each  has,  to  some  extent,  different 
causes,  they  require  different  solutions.  A  clearer  picture  of  the 
problem  can  be  obtained  from  the  following  graph. 

Projected   OASDI   Current-Cost   Under   Advisory  Council 
Recommendations  and  Tax  Rates  in  Present  Law,  1976-2050 

Percent  Rate  Both  r»te«  expretted  a*  •  %  of  coverea  earning* 


17 


1970     1976  1985  1995  2005  2015  2025  2035  2045 


1980  1990  2000  2010  2020  20^0  2040  2050 

In  the  graph  the  deficit  is  represented  by  the  spread  between  the 
cost  line  and  the  tax  line. 
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5.1  SHORT-TERM  DEFICIT 

The  short-term  deficit  (again,  based  on  the  1974  trustees'  report 
and  the  assumptions  in  4.5  above)  does  require  a  prompt  increase 
of  1.0  percent  in  the  OASDI  tax  rate.  This  means  an  increase  of  .5 
percent  for  both  the  employer  and  the  employee.  This  increase  should 
not  be  delayed,  because  the  deficit  is  already  here,  not  in  the  future. 
It  arises  largely  from  existing  factors,  such  as  the  8.5  percent  increase 
in  benefits  scheduled  for  mid-1975.  These  factors  are  not  delayed  in 
their  effect  on  the  system;  they  cause  a  prompt  increase  in  the  cost 
and  must  be  offset  by  higher  tax  rates.  Based  on  present  projections, 
the  rate  will  also  have  to  rise  by  an  additional  .2  percent  in  1980 
and  by  a  .7  percent  more  in  1985. 

If  the  1.0  percent  increase  in  the  OASDI  tax  rate  is  not  enacted  by 
1976,  the  OASDI  fund  will  start  to  go  down  in  absolute  terms  by 
several  billion  dollars  per  year.  It  will  go  down  even  more  in  relation 
to  the  expenditures  for  a  year,  because  those  expenditures  will  be 
rising  by  several  billion  dollars  per  year.  This  produces  a  double- 
barrelled  effect  on  the  important  ratio  of  the  fund  to  expenditures. 
Today  the  trust  fund  stands  at  about  $50  billion,  or  about  %  of  one  year's 
expenditures.  If  the  tax  rate  is  not  increased,  the  fund  will  fall  below 
K  of  one  year's  expenditures  by  early  1978.  Even  at  this  level,  the 
system  could  probably  still  meet  its  payment  obligations  without 
interruption,  but  it  will  certainly  cause  concern  among  both  workers 
and  beneficiaries.  Furthermore,  there  is  no  sound  reason  for  letting 
the  fund  deteriorate  in  that  way.  The  deficit  exists  and  should  be  met 
now  with  a  reasonable  tax  increase. 

5.2  LONG-TERM  DEFICIT 

The  long-term  deficit  has  its  roots  in  the  demographic  projection  as 
explained  in  section  3.3  (pages  48,  49,  and  50).  Whether  that  deficit 
actually  occurs  will  depend  on  the  validity  of  the  estimated  future 
fertility  rates  and  their  effect  on  the  composition  of  the  population. 
It  is  very  difficult  to  forecast  fertility  rates  with  any  confidence 
and  the  Council  recognizes  that  such  forecasts  are  always  subject  to 
error.  For  that  reason  the  Council's  recommended  tax  rate  schedule, 
below,  does  not  contain  any  immediate  increase  in  order  to  handle  the 
long-term  portion  of  the  deficit.  Such  increases  are  scheduled  for 
later  years  when  the  cost  increase  has  been  more  clearly  established. 

If  all  of  the  various  assumptions  are  borne  out,  this  delaying  ap- 
proach will  result  in  a  higher  eventual  tax  rate  than  we  might  obtain 
by  an  immediate  increase  now  of  2.50  percent.  However,  the  latter 
procedure  would  be  quite  inconsistent  with  the  ''current  cost"  method 
of  financing  the  OASDI  program,  because  the  taxes  collected  would 
immediately  exceed  expenditures  by  a  substantial  amount,  and  a 
large  surplus  would  be  created  in  the  near  term. 

5.3  PROPOSED  TAX  RATES 

Having  in  mind  both  the  long-  and  short-term  estimated  deficits, 
the  Council  now  proposes  a  new  tax  schedule  that  would  handle  the 
problem  to  the  extent  that  its  dimensions  are  known  to  us: 
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Proposed 
tax  rate 
expressed 
as  a  pe  r- 
cent of 
covered 
Wages 
[Percent] 


1976-1984     10.  9 

1985-1994   11.  1 

1995-2004   11.  8 

2005-2014   12.  3 

2015-2024   14.  2 

2025-2050   16.  1 


These  proposed  rates  approximate  the  estimated  cost  curve.  By  this 
approach  no  increase  in  the  tax  is  provided  before  it  is  actually  needed, 
and  if  future  trends  differ  from  the  various  assumptions  herein,  the 
rate  can  be  modified  before  the  fund  has  risen  too  high  or  fallen  too 
low.  In  the  graph  below  we  have  presented  both  the  new  cost  curve 
and  the  proposed  tax  rate  structure  so  that  the  relation  of  the  two 
can  be  clearly  seen: 


Projected  OASDI  Current  Cost  and  Tax  Rates  Under  the 
Advisory  Council  Recommendations,  1976-2050 


Both  rat««  exproaaod  »•  a  %  of  covered  earninga 


1970     1976  1985  1995  2005  2015  2025  2035  2045 

1980  1990  2000  2010  2020  2030  2040  2050 


It  is  recognized  that  an  increase  of  1.0  percent  in  the  OSADI  tax  is 
a  significant  increase,  but  the  direct  impact  in  terms  of  social  security 
tax  rates  can  be  eliminated  through  the  implementation  of  the  Coun- 
cil's proposal  to  fund  at  least  part  of  the  hospital  insurance  program 
from  general  revenues. 

Section  6.  Other  Financing  Proposals  Considered 

In  addition  to  the  proposals  discussed  above,  the  Council  also 
considered  other  approaches  to  the  deficit  problem.  One  of  these, 
compulsory  coverage  of  government  employees,  has  already  been 
discussed.  Three  others  are  presented  below. 
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6.1  GENERAL  REVENUE  FINANCING  OF  OASDI 

One  method  of  dealing  with  the  long-range  actuarial  deficit  in 
the  social  security  cash  benefits  program  that  has  been  advocated 
by  some,  including  several  members  of  this  Council,  is  the  use  of 
substantial  amounts  of  general  revenues.  After  consideration  of  this 
method  of  financing,  a  majority  of  the  Council  decided  against  the 
use  of  additional  general  revenue  financing  in  the  social  security 
cash  benefits  program.  The  Council  believes  that  the  deficit  can  and 
should  be  dealt  with  through  the  conventional  system  of  ear-marked 
pa3rroll  contributions. 

General  revenues  are  used  in  the  present  social  security  cash  bene- 
fits program  only  to  a  very  limited  extent  and  only  to  finance  benefits 
in  special  cases.  General  revenues  are  used  in  the  cash  benefits  pro- 
gram to  finance  (a)  special  payments  made  on  a  transitional  basis 
to  certain  uninsured  people  age  72  and  over,  (b)  benefits  attrib- 
utable to  military  service  before  1957,  and  (c)  noncontributory  wage 
credits  provided  for  members  of  the  military  service  after  1956,  and 
(d)  noncontributory  wage  credits  for  persons  of  Japanese  ancestry 
interned  during  World  War  II.  The  Council  believes  that  it  is  entirely 
appropriate  to  finance  these  kinds  of  benefits  from  general  revenues. 

The  Council  believes  that  there  are  compelling  reasons  against  the 
use  of  substantial  amounts  of  general  revenues  in  the  cash  benefits 
program.  Such  indirect  financing  would  tend  to  obscure  the  true  cost 
of  additional  benefit  liberalizations  and  could  easily  lead  to  pressures 
for  unwarranted  increases  in  benefits.  Financing  the  program  entirely 
from  payroll  contributions  serves  to  prevent  unreasonable  demands 
for  increases  in  benefits.  The  tie  between  benefit  payments  and 
contributions  under  the  present  method  of  financing  fosters  a  sense 
of  responsibility  since  the  worker  knows  that  higher  benefits  mean 
higher  contributions.  At  present  when  the  program  must  deal  with  a 
substantial  long-range  deficit  it  is  particularly  important  that  any 
liberalizations  be  financed  in  a  manner  that  will  not  obscure  the 
relationship  between  benefits  and  contributions. 

Substantial  general  revenues  would  also  have  a  detrimental  effect 
on  the  insurance  nature  of  the  program.  While  there  is  recognition  of 
the  social  role  of  social  security  through  such  elements  as  the  weighted 
benefit  formula  and  provision  for  dependents,  the  program  is  es- 
sentially one  in  which  the  worker  earns  the  right  to  benefits  through 
his  work  in  covered  employment.  The  fact  that  the  program  is  sup- 
ported almost  exclusively  from  the  contributions  of  covered  workers 
and  their  employers  accords  with  the  insurance  aspects  of  the  program. 
It  is  this  earned-right,  contributory  principle  which  is  one  of  the 
primary  reasons  for  the  widespread  public  acceptance  of  and  confi- 
dence in  the  program. 

The  introduction  of  a  substantial  general  revenue  contribution  in 
the  cash  benefits  program  might  lead  to  strong  pressures  for  the  Intro- 
's See  statement  of  Mr.  Danstedt  and  statement  of  Mr.  Arnold,  Mr.  Cleary,  and  Mrs.  Norwood. 
"  By  Mr.  Danstedt.  The  arguments  in  this  section— that  the  introduction  of  the  general  revenues  may 
lead  to  a  means  test  and  would  expose  the  program  to  budgetary  curtailments— are  exactly  those  which 
led  me  and  other  Council  members  to  object  to  funding  hospital  insurance  exclusively  from  the  general 
revenues.  Hospital  insurance  is  just  as  much  a  social  insurance  program  as  OASDI,  and  as  in  the  case  of 
OASDI,  should  be  substantially  financed  from  payroll  contributions. 

I  believe  that  payroll  contributions  for  both  the  cash  benefit  and  hospital  insurance  programs  are  essential 
not  only  for  maintaining  the  important  relationships  between  benefits  and  contributions,  but  to 
guaranteeing  the  right  to  such  benefits. 

Under  a  tri-partite  approach  to  financing  payroll  contributions  would  be  the  predominant  source  of 
financing  and  substantially  larger  than  the  general  revenue  contribution. 
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duction  of  a  needs  test  for  many  social  security  benefits.  It  would 
be  difficult  to  justif}^  the  use  of  general  revenues  derived  largel}^ 
from  the  progressive  income  tax  to  pay  benefits  to  middle-  and 
upper-income  workers  who  are  not  in  financial  need. 

In  addition,  the  use  of  large  amounts  of  general  revenues  would 
place  the  social  security  system  in  competition  with  all  other  govern- 
ment programs  for  such  funds.  For  budgetary  reasons,  the  Govern- 
ment's contributions  might  not  be  paid  in  the  amount  or  at  the  time 
required.  There  would  not  necessaril}^  be  any  guarantee  that  this 
mone}^  would  be  available  to  the  social  security  program  when  it  is 
needed.  In  the  absence  of  assurance  that  these  funds  would  be  forth- 
coming as  needed,  confidence  in  the  financial  integrity  of  the  system 
would  seriously  be  undermined. 

6.2  RAISING  THE  MAXIMUM  COVERED  WAGE 

Today,  only  earnings  up  to  $14,100  per  year  are  covered  by  social 
security.  Under  the  automatic  changes  in  the  law,  this  amount  will 
rise  each  year  in  the  same  proportion  as  average  wages  rise.  This 
will  gradually  increase  the  amount  of  maximum  taxable  earnings  over 
the  years  to  come. 

There  is  nothing  sacred  in  the  figure,  $14,100 ;  it  is  largely  arbitrary. 
To  help  cover  the  deficit,  the  Council,  at  one  point,  considered  raising 
the  maximum  covered  wage  to  $24,000  per  year  in  1976.  It  was  eventu- 
ally abandoned  becuase  there  were  formidable  arguments  against  this 
proposal. 

Social  security  was  designed  from  the  beginning  as  only  one  of 
three  elements  in  the  income-maintenance  system,  the  other  two 
being:  (1)  private  savings,  pension,  etc.,  and  (2)  public  assistance 
programs.  It  was  logically  argued  that  raising  the  limit  to  $24,000 
would  cause  social  security  to  interfere  with  the  private  savings 
element.  It  certainly  would  extend  coverage  to  a  level  of  income  where 
''enforced"  savings  seems  inappropriate,  and  where  it  could  further 
reduce  needed  capital  formation. 

The  only  real  argument  in  its  favor  was  that  it  would  hold  down 
the  increase  in  the  tax  rate  which  is  necessary  to  cover  the  long-term 
deficit.  If  it  were  adopted,  it  would  cut  the  short-term  deficit  by 
.89  percent  and  the  long-term  deficit  by  .49  percent. 

6.3  INCREASING  THE  RETIREMENT  AGE 

After  the  year  2005,  the  system  will  incur  substantially  higher  costs 
and  this  will  require  substantially  higher  taxes  at  that  time.  The 
high  costs  and  taxes  are  due  to  the  sharp  changes  after  2005  in  the 
ratio  of  workers  to  beneficiaries,  as  described  earlier  herein.  If  it  is 
desired  to  minimize  those  later  high  costs,  the  Council  recommends 
that  serious  consideration  be  given  to  gradually  extending  the  retire- 
ment age,  starting  in  the  year  2005. 

The  Council  is  well  aware  that  today  most  social  and  economic 
pressures  are  directed  toward  reducing  the  retirement  age.  Those  pres- 


"  See  stateraent  pf  Mr.  Danstedt. 

15  The  automatic  adjustment  provisions  of  the  1972  amendments,  however,  were  intended  to  keep  the  wage 
base  ceiUng  at  the  same  level  relative  to  wages  in  the  future.  The  $14,100  base  does  that.  An  increase  to 
$24,000  would  break  this  relationship. 

18  See  statement  of  Mr.  Danstedt. 
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5ures  arise,  however,  because  the  work  force  is  now  growing,  and  there 
are  only  30  beneficiaries  for  every  100  workers.  After  2005,  however, 
the  number  of  people  drawing  benefits  will  be  growing  proportion- 
ately faster  than  the  number  of  people  pa^dng  taxes,  and  b}^  the  year 
2030  there  will  be  45  beneficiaires  for  every  100  workers,  and  the  tax 
burden  on  the  workers  will  have  risen  substantially.  In  such  a  situation, 
and  given  the  expected  advances  in  health  care  and  longevity,  it  seems 
sensible  to  at  least  consider  some  modest  increase  in  the  retirement 
age  so  as  to  maintain  a  reasonable  ratio  of  workers  to  beneficiaries 
and  thereby  hold  down  the  tax  rates. 

As  an  example  of  how  this  might  be  accomplished,  every  six  months 
the  retirement  age  be  increased  by  one  month,  beginning  in  2005  and 
ending  in  2023.  La  the  latter  year,  then,  the  retirement  age  would  have 
been  increased  to  68  and  the  ''early"  retirement  age  increased  to  65. 
If  this  were  done,  the  tax  rates  would  be  reduced  as  follows: 


[In  percent] 


Tax  rate  if 

retirement 

Tax  rate 

age  raised 

proposed 

to  68  by  2023 

Calendar  years: 

2005  to  2014.    

   12.3 

12.1 

2015  to  2024    

  14. 2 

13.5 

2025  to  2050.     

   16.1 

14.6 
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The  Medicare  program  is  the  Nation's  basic  method  of  providing 
insurance  to  help  meet  the  costs  of  health  care  for  the  aged  and  the 
severel}'  disabled. 

The  hospital  insurance  program  (part  A  of  Medicare)  helps  bene- 
ficiaries to  meet  the  costs  of  inpatient  hospital  care  and  related  services. 
It  is  available  to  persons  age  65  and  over  who  are  entitled  to  monthly 
social  security  or  railroad  retu^ement  benefits,  to  severely  disabled 
persons  under  age  65  who  are  entitled  to  monthly  social  security  or 
railroad  retirement  benefits  on  the  basis  of  their  disabihty,  and  to 
persons  under  age  65  who  suffer  from  chronic  kidney  disease. 

Benefits  under  part  A  are,  like  social  security  cash  benefits,  financed 
mainly  through  taxes  based  on  covered  earnings.  When  the  program 
began,  provision  was  made  for  meeting  from  general  revenues  the 
cost  of  part  A  benefits  for  people  age  65  or  older  who  had  not  had 
sufficient  covered  work  under  the  program  to  become  entitled  to 
monthl}'  benefits  and  who  could  not  be  expected  to  pay  hospital 
insurance  taxes.  Also,  provision  has  been  made  (under  the  1972 
amendments)  for  aged  people  who  are  not  ehgible  for  social  security 
cash  benefits  to  enroll  voluntarily  in  part  A  upon  pajmaent  of  a  monthly 
fee — now  $36,  and  scheduled  to  rise  to  $40  in  July  1975,  and  to  rise 
thereafter  as  hospital-care  costs  rise. 

The  voluntary  supplementary  medical  insurance  program  (part  B  of 
Medicare)  complements  the  hospital  insurance  program  b}"  insuring 
enroUees  against  the  costs  of  physicians'  services  and  certain  medical 
services  not  covered  under  the  part  A  program.  Part  B  of  ^Medicare  is 
available  to  hospital  insurance  iDeneficiaries  and  to  virtually  all  people 
age  65  and  over.  This  program  is  financed  through  the  monthly 
premiums  paid  b}'  those  who  enroll  in  the  program  and  contributions 
from  the  Federal  Government. 

The  Council  has  not  recommended  any  charges  in  the  benefit  struc- 
ture of  the  Medicare  program.  Throughout  the  period  during  which  the 
Council  met,  a  number  of  proposals  for  national  health  insurance, 
including  the  Administration's  Comprehensive  Health  Insurance 
Program,  were  under  consideration  in  the  Congress  and  were  the  sub- 
ject of  widespread  public  discussion  and  comment.  Most  of  the  major 
proposals  would  change  in  some  manner  the  benefit  structure  of 
Medicare.  The  Council  reasoned  that  any  recommendations  it  might 
make  to  change  the  benefit  package  provided  under  the  Medicare 
program  might  soon  be  outdated  by  broader  modifications  of  Medicare 
within  a  national  health  insurance  framework.  For  this  reason,  and 
because  of  the  limited  time  available  for  its  study,  the  Council  decided 
to  concentrate  its  efforts  primarily  on  the  social  security  cash  benefits 
program. 

However,  the  Council  has  examined  the  financial  structure  of  the 
Medicare  program  and  recommends  that  the  method  of  financing 
part  A  of  Medicare  be  changed.  The  Council's  recommendation  calls 
for  a  gradual  reallocation  of  the  contributions  scheduled  in  the  law 
for  part  A  to  the  cash  benefits  program.  Eventually,  general  revenues 
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would  be  the  sole  source  of  funding  for  part  A.  The  Council  has  con- 
cluded that  the  changeover  from  payroll  tax  to  general  revenue  financing 
of  part  A  is  warranted  because  part  A  benefits  are  not  earnings- 
related,  as  are  cash  benefits.  The  Council's  recommendation  on  Medi- 
care financing  is  discussed  in  Chapter  7} 

As  required  by  section  706  of  the  Social  Security  Act,  the  Council 
has  reviewed  the  present  financial  status  of  the  Federal  Hospital 
Insurance  Trust  Fund  and  the  Federal  Supplementary  Medical  Insur- 
ance Trust  Fund,  as  reflected  in  the  1974  Reports  of  the  Boards  of 
Trustees.  The  Council  finds  the  part  A  program  to  be  actuarially 
sound. ^  If  the  present  financing  schedule  is  unchanged  it  would  be 
adequate  to  provide  for  payment  of  expenditures  anticipated  over  the 
period  for  which  estimates  are  made.  Of  course,  it  should  be  noted 
again  that  the  Council  is  recommending  that  the  financing  schedule  be 
changed  by  gradually  decreasing  the  payroll  tax  for  part  A  and 
replacing  the  income  lost  thereb}^  with  general  revenues. 

The  part  B  program  is  financed  on  a  current  basis.  In  testing  the 
actuarial  soundness  of  the  part  B  program,  it  is  appropriate  to  look  at 
the  period  for  which  the  premium  rate  and  the  level  of  general  revenue 
financing  have  been  established.  The  Council  finds  that  for  fiscal  years 
1975  and  1976,  part  B  premiums,  along  with  anticipated  Federal 
general  revenue  contributions,  are  adequate  to  finance  total  program 
costs  for  those  years. 

Statement  of  Stanford  D.  Arnold,  Edward  J.  Cleary,  and 
Elizabeth  C.  Norwood 

'  While  there  is  much  in  this  report  with  which  we  agree,  we  feel 
the  need  to  make  a  separate  statement  for  two  reasons;  first,  for  the 
purpose  of  clarification  and  second,  to  draw  attention  to  those  areas 
in  which  the  Council  failed  to  make  any  recom.mendations. 

mmujanimo     the  adequacy  of  benefit  levels 

In  the  'Turpose  and  Principles"  section  of  this  report,  it  is  pointed 
out  that  income  protection  among  the  aged  is  made  up  of  three  parts ; 
social  insurance,  private  insurance  and  means-tested  programs. 
Social  Security  benefits  are  believed  to  make  up  only  a  part  of  the 
income  of  retired  workers.  It  is  assumed  that  pension  incomes  or 
welfare  money  supplement  the  retirees'  Social  Security  benefit.  This 
belief  in  the  existence  of  other  sources  of  income,  helps  to  explain 
the  very  low  Social  Securit}^  benefits  received  by  the  retired  popula- 
tion. Currently,  benefits  for  a  single  retiree  averages  about  $2,220 
per  year  (about  $185  per  month) ;  the  same  figure  for  a  retired  couple 
is  $3,720  per  year  ($310  per  month);  and  for  a  widow,  $2,124  per 
year  ($177  per  month). 

What  is  ignored  is  the  fact  that  for  many  of  the  aged.  Social  Security 
represents  their  only  source  of  income.  It  is  generally  estimated  that 
about  half  of  all  retired  persons  have  no  other  regular  retirement 
income  apart  from  their  monthly  Social  Security  checks. 

1  See  statement  by  Mrs.  Campbell,  Mr.  Faulkner,  Mr  Scanlon,  and  Mr.  Smith  and  statement  by  Mr. 
Danstedt. 

2  By  Mr.  Smith.  I  do  not  believe  the  Council  sufficiently  investigated  the  Medicare  program  and  probable 
costs  thereunder  to  be  justified  in  making  the  unequivocal  statement  that  Part  A  is  actuarially  sound. 
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Our  concern  then,  is  that  it  is  unreaHstic  to  reaffirm  behef  in  a 
tripartite  system  of  income  protection  for  the  aged,  when  only  one 
part — Social  Security  benefits — provides  most  of  the  support.  Assess- 
ments of  the  adequacy  of  benefit  levels  must  no  longer  assume  that 
other  outside  incomes  are  making  up  the  difference  between  a  benefit 
level  and  what  it  costs  to  maintain  a  decent  standard  of  living. 

In  keeping  its  attention  riveted  on  cost  factors  and  the  hypothetical 
tripartite  system  of  income  protection,  the  Council  has  given  in- 
adequate attention  to  the  social  adequacy  of  benefit  levels  and  the 
need  to  raise  benefits.  Until  benefits  are  raised,  the  true  purpose  of 
Social  Security — to  prevent  poverty  among  the  aged — will  not  be 
realized. 

GENERAL  REVENUE  FINANCING 

We  consider  the  single  most  important  achievement  of  this  Council 
was  its  recommendation  to  move  Medicare  under  general  revenue 
financing.  The  present  Medicare  tax  paid  under  Social  Security 
would  stay  as  part  of  Social  Security  revenue.  This  switch  of  Medicare 
financing  anticipates  a  national  health  insurance  program  and,  to 
some  extent,  may  facilitate  this  development. 

The  move  to  general  revenue  financing  has  been  debated  for  many 
years  by  past  Councils  and  in  the  Congress.  Economic  changes  and 
demands  on  the  system  today,  however,  give  this  recommendation  a 
new  importance.  The  Social  Security  trust  fund  is  declining  relative  to 
expenditures,  and  sour  es  of  new  funds  must  be  found  in  order  to 
insure  stability  and  confidence  in  the  system.  Further,  it  is  no  longer 
acceptable  to  expect  the  lowest  paid  sector  to  continue  to  shoulder 
the  expense  of  the  regressive  Social  Security  tax.  The  move  to  general 
revenue  shifts  the  burden  towards  the  better  paid. 

A  remarkable,  and  in  our  view  regrettable,  oversight  in  this  report  is 
the  systematic  failure  to  give  adequate  emphasis  to  the  recommenda- 
tion to  fund  Medicare  under  general  revenue  which  this  Council 
endorsed.  We  feel  this  recommendation  is  the  most  important  one 
to  be  made  to  Congress. 

Further,  we  note  in  the  financing  sections  of  this  report,  that 
considerable  attention  is  given  to  the  necessity  of  increasing  the 
Social  Security  tax  rate.  At  no  time,  in  our  recollection  of  Council 
meetings,  did  this  financing  alternative  receive  majority  support.  In 
fact,  the  final  Council  vote  on  financing  was  clearly  drawn  between  the 
choice  for  a  Social  Security  tax  rate  increase  and  the  use  of  general 
revenue  financing  for  Medicare.  The  majority  voted  against  the  tax 
rate  increase  and  for  general  revenue  financing.  The  sections  on  financ- 
ing do  not  convey  this  explicit  Council  decision. 

Rather,  the  opposite  impression  is  given,  that  is,  that  the  Council 
supports  a  Social  Security  tax  rate  increase.  At  no  time  did  we  support 
such  a  proposal  and  we  emphatically  dissociate  ourselves  from  it. 

Another  funding  alternative  discussed  was  increasing  the  taxable 
income  base  upon  which  the  Social  Security  tax  is  levied.  Though 
this  proposal  was  not  adopted,  we  supported  this  change  and  cer- 
tainly consider  it  preferable  to  any  tax  rate  increases  at  this  time. 

FINANCING  MEDICARE  (PART  a)  FROM  GENERAL  REVENUE 

In  making  the  recommendation  for  reducing  the  Medicare  payroll 
tax,  the  Council  is  not  recommending  any  reduction  in  the  intent  of 


70 


the  proposal  on  Medicare  benefits.  The  intent  of  the  proposal  is  that 
sufficient  funds  be  made  available  from  general  revenue  to  continue 
the  Medicare  benefits  just  as  if  no  change  in  financing  occurred. 

DISABILITY 

Although  the  Council  is  recommending  a  change  in  the  definition 
of  disability  as  it  applies  to  workers  55  and  over,  we  feel  that  the 
change  is  not  comprehensive  enough.  Simply  stated,  disability  should 
be  strictly  related  to  a  worker's  last  regular  occupation.  In  our  view, 
any  alternative  definitions  which  fall  short  of  this,  provide  insufficient 
protection  to  older  disabled  workers,  a  group  particularly  disad- 
vantaged when  competing  for  jobs  outside  their  regular  occupation. 

INDEXING  WAGES  (DECOUPLING) 

Another  important  policy  recommendation  of  this  Council  con- 
cerned the  issue  of  ''decoupling."  Without  attempting  to  paraphrase 
a  description  of  the  subject  already  covered  at  some  length  in  this 
report,  we  would  like  to  make  certain  points  for  clarification.  In  our 
opinion,  the  crucial  factor  in  the  argument  for  the  proposed  ''indexed" 
system  for  determining  benefit  levels,  was  not  the  alleged  flaws  in  the 
present  system.  The  advantages  of  an  indexed  system  are  twofold. 
First,  by  stabilizing  replacement  ratios  (i.e.,  the  relationship  between 
a  worker's  monthly  benefit  and  the  monthly  wage  they  earned  just 
before  they  retired)  through  a  technical  formula.  Congress  might 
better  focus  attention  on  the  adequacy  of  replacement  ratio  levels.  In 
our  view,  this  is  the  real  merit  of  the  indexing  system.  A  system  which 
predicts  benefits  according  to  a  set  formula,  will  provide  a  specific 
replacement  ratio  for  the  working  population.  Instead  of  not  knowing 
what  a  replacement  ratio  will  be,  attention  could  focus  on  the  social 
adequacy  of  benefits  produced  by  the  formula.  When  higher  benefits 
are  needed,  the  indexing  formula  can  be  adjusted  to  produce  such 
benefits. 

Second,  the  proposed  change  has  the  advantage  of  updating  wages 
earned  many  years  ago.  Wages  earned  early  in  a  career  are  reassessed 
upwards  to  make  them  comparable  to  today's  higher  salaries.  We 
consider  that  this  change  provides  more  equitable  treatment  to  these 
wages. 

FINAL  COMMENT 

A  controlling  factor  on  this  Council's  deliberations  was  the  strict 
time  limitation  imposed  (8  months).  The  Social  Security  staff  was 
often  called  upon  to  give  rough  cost  estimates  on  very  important 
financial  implications  of  different  courses  of  action.  This  led  to  some 
confusion  and  the  need  to  revise  "off  the  cuff"  estimates.  Council 
deliberations,  based  upon  partial,  misleading  or  erroneous  assump- 
tions, were  inevitable.  Future  Councils  simply  must  be  given  a  more 
adequate  time  period  for  making  recommendations  of  such  general 
social  importance.^ 


We  are  indebted  to  Hugh  Conway,  Consultant  to  the  Council,  for  assistance  in  preparing  this  statement. 
2  Mrs.  Campbell  concurs  with  this  comment. 
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Statement  of  John  W.  Byrnes,  Rudolph  T.  Danstedt,  and 

Edwin  J.  Faulkner 

DISSENT  TO  LIBERALIZATION  OF  THE  RETIREMENT  TEST 

Much  of  the  dissatisfaction  over  the  Retirement  Test  stems  from  a 
misconception  of  the  nature  of  the  benefits  estabhshed  by  the  Social 
Security  Act.  The  old  age  benefit  is  not  a  right  to  an  annuity  but 
rather  is  '^earned  income  insurance"  providing  at  least  partial  re- 
placement of  formerl}^  earned  income  lost  upon  retirement  from  the 
work  force.  The  measure  of  whether  the  loss  indemnified  has  occurred 
is  the  amount  of  the  recipient's  earned  income,  if  any,  at  and  after 
the  age  of  eligibility.  Whether  Congress  should  have  established  an 
annuity  benefit  rather  than  an  earned  income  replacement  benefit  is 
beside  the  point.  The  Social  Security  taxes  paid  have  been  calculated 
to  finance  only  the  more  restricted  insurance  benefit.  Elimination  of 
the  Retirement  Test  for  recipients  age  72  and  older  was  a  political 
concession  to  the  self-employed  who  frequently  never  retire  (or  more 
truly  think  they  wiW  never  retire),  but  one  that  had  small  financial 
impact  on  the  system.  The  annual  exempt  amount  was  established  and 
has  been  increased  from  time  to  time  to  permit  benefit  recipients  to 
earn  some  income  from  emplo^^ment  not  conceived  as  their  regular 
work  or  of  substantial  amount,  thus  somewhat  reducing  pressures  for 
OSADI  benefits. 

While  the  Council's  recommendation  for  liberalization  of  the 
Retirement  Test  is  much  less  onerous  and  costly  than  would  be  the 
elimination  of  the  Retirement  Test,  at  a  time  when  the  system  is 
confronted  with  long-range  financial  problems,  the  additional  liabili- 
ties involved  in  liberalization  should  be  avoided.  Liberalization  of  the 
Retirement  Test  would  intensify  the  ''transfer  payments"  complexion 
of  OASDI  and  would  encourage  retirement  at  the  earliest  date  of 
eligibility  for  Social  Securit}^  benefits.  If  it  is  believed  the  liberalization 
of  the  Retirement  Test  would  be  advantageous  to  only  a  small 
minority  of  recipients  since  many  recipients  cannot  continue  in  regular 
employment  because  of  health  reasons,  non-availability  of  jobs,  or 
because  they  do  not  want  to  continue  to  work.  The  present  Retire- 
ment Test  provides  ample  opportunity  for  those  who  can  and  ^\dsh 
to  continue  to  work  to  earn  a  reasonable  amount  without  forfeiting 
all  of  the  OASDI  benefits.  The  exempt  amount,  under  the  automatic 
adjustment  provisions  of  the  present  law,  will  be  kept  up  to  date  with 
changing  levels  of  earnings  in  the  future.  It  is  estimated  the  exempt 
amount  will  increase  to  at  least  $3,000  by  1977  as  a  result  of  this 
provision.  The  Act  already  provides  eligible  recipients  who  wish  to 
continue  in  covered  emploA^ment  with  incentives  for  so  doing.  A  1% 
annual  increment  in  benefits  for  each  year  of  work  is  provided  those 
who  continue  to  work  after  age  65.  The  higher  earnings  characteristic 
of  employment  in  recent  years  permits  the  older  worker  to  increase 
his  wage  history  and  thus  to  enjoy  a  higher  average  wage  on  which 
benefits  are  computed. 

We  believe  that  the  Retirement  Test  as  presently  constituted 
should  not  be  liberalized. 
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Statement  of  John  W.  Byrnes,  Edwin  J.  Faulkner,  John  J. 
ScANLON,  and  J.  Henry  Smith 

The  Council  has  recommended  that  the  definition  of  disabiUty 
appHcable  to  the  payment  of  monthly  benefits  to  insured  workers  age 
55  or  over  should  be  liberalized  so  as  to  make  eligible  those  who  no 
longer  can  engage  in  substantial  gainful  activity  requiring  skills  or 
abihties  comparable  to  those  previously  engaged  in  with  some  reg- 
ularity over  a  substantial  period.  Under  such  circumstances  the  benefit 
payable  would  be  80%  of  the  primary  insurance  amount.  Thus,  the 
proposal  would  affect  only  persons  disabled  at  ages  55  to  61  since 
those  age  62  or  over  would  receive  an  equal  or  larger  benefit  under  the 
early  retirement  provisions. 

A  key  aspect  of  the  problem  to  which  this  proposal  is  addressed  is 
administrative.  The  determination  of  whether  disability  exists  as 
defined  in  the  law  makes  for  very  difficult,  contentious  case  handling. 
Proper  interpretation  of  the  law  sometimes  seems  to  have  unreasonable 
results  in  certain  types  of  cases. 

It  should  be  understood,  however,  that  long  experience  with  dis- 
ability insurance  has  established  unequivocally  that  all  effective 
definitions  of  disabihty — even  the  more  liberal  ones — are  most  dif- 
ficult to  administer.  The  widely  var3dng  physical  conditions  en- 
countered (often  largely  subjective)  frequently  introduce  substantial 
uncertainty.  When  the  physical  factors  are  coupled  with  employment 
and  skill  questions,  such  as  whether  the  individual  can  find  and  do 
certain  kinds  of  work,  the  difficulties  are  greatly  magnified.  In  many 
cases  it  becomes  impossible  to  escape  uncertainty,  disagreement, 
resentment,  legal  action  and,  in  the  case  of  governmental  administra- 
tion, charges  of  hardhearted,  bureaucratic  inefficiency. 

It  is  our  opinion,  therefore,  that  the  proposed  change,  while  pro- 
viding some  liberalization,  will  not  overcome  the  inherent  problems 
of  administration.  They  will  still  exist  under  the  proposed  definition ; 
and  having  two  different  definitions  to  administer  adds  to  the  compli- 
cations. On  the  other  hand,  it  will  increase  costs,  and  to  do  so  at  this 
time  does  not  seem  prudent  inasmuch  as  the  financing  of  this  part 
of  the  program  has  been  deteriorating  rapidly.  Further,  we  are 
concerned  that  the  proposal  is  of  an  unstable  nature  because  its 
age  and  amount  limitations  are  arbitrary;  it  is  almost  certain  to  be 
liberalized,  significantly  increasing  the  cost  of  the  program  further. 

In  the  time  available  the  Council  was  unable  to  carry  out  the 
extensive  investigation  of  the  disability  portion  of  the  system  which 
is  needed  in  order  to  determine  corrective  measures.  As  yet,  we  have 
no  definitive  explanation  as  to  why  the  unfavorable  cost  experience 
has  developed.  We  have  had  no  opportunity  to  examine  how  the 
law  is  applied  in  individual  cases;  we  did  not  examine  court  interpreta- 
tions. A  great  deal  more  study  is  needed.  That  being  so,  it  seems 
unwise  to  adopt  at  this  time  a  measure,  which  would  add  to  the  cost 
burden  with  no  promise  of  correcting  basic  deficiencies  or  significantly 
easing  administrative  difficulties. 

Statement  of  Rita  R.  Campbell,  Edwin  J.  Faulkner,  John  J. 

ScANLON,  AND  J.  HeNRY  SmITH 

The  Council  has  recommended  that  Medicare  Part  A  payroll  tax 
contributions  be  diverted  to  meet  impending  deficits  in  OASDI 
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financing  and  that  the  government  fill  in  the  Medicare  loss  with  funds 
from  the  general  Treasury  revenues. 

While  this  device  would  meet  the  early  funding  problems  of  OASDI 
(but  not  the  long  range  one),  it  does  not  seem  to  us  to  be  an  appro- 
priate solution  to  the  problem.  It  would  shift  the  deficit  from  one 
social  insurance  plan  to  another,  but  it  would  not  solve  the  basic 
problem  of  under  funding.  The  Treasury  is  not  an  inexhaustible 
source  of  funds.  The  cost  would  still  have  to  be  met  and  resort  to 
general  revenue  financing  would  mark  a  serious  retreat  from  the 
principle  of  payroll  tax  financing  that  the  Council  has  endorsed 
elsewhere  in  this  Report.  Also,  additional  large  expenditures  from 
general  revenues,  unless  financed  by  new  taxes,  carry  the  great  risk 
of  contributing  further  to  inflation. 

The  argument  that  Medicare  benefits  are  not  wage  related  and, 
therefore,  it  is  appropriate  to  support  them  by  general  revenues,  is 
more  a  rationalization  than  a  principle.  There  is  no  more  valid  reason 
now  for  funding  Medicare  from  general  revenues  than  there  was 
initially.  Medicare  is  now  looked  upon  truly  as  a  social  insurance 
program,  and  it  is  just  as  desirable  to  support  it  with  joint  employer- 
worker  contributions  as  it  is  for  OASDI.  General  revenue  financing 
would  mask  the  cost  of  the  program  and  weaken  even  further  the 
control  over  it.  Furthermore,  it  would  jeopardize  Medicare  by  placing 
it  in  competition  with  all  other  government  programs  financed  by 
general  revenues;  and  it  would  make  it  more  like  a  welfare  plan  which 
perhaps  should  involve  a  means  test. 

It's  our  preference,  therefore,  to  approach  the  problem  of  the 
OASDI  deficit  directly  by  raising  the  FICA  tax  rates  in  the  near 
future.  During  the  next  several  years  only  a  limited  increase  (about 
a  half  percent  for  employees  and  employer  each)  would  be  needed. 
And  certainly,  in  view  of  the  increasing  benefits  being  provided  by 
the  plan,  this  added  contribution  is  not  an  unreasonable  price  to  ask. 
It  is  likely  that  in  the  long  run  the  cost  of  the  OASDI  system  will 
rise  to  levels  that  will  require  additional  taxation,  and  we  might  as 
well  continue  to  exercise  the  discipline  of  balancing  benefits  and  taxes 
just  as  we  have  in  the  past.  In  this  way  the  philosophy,  integrity  and 
general  understanding  of  the  system  will  be  preserved. 

Supplementary  Statement  by  Rita  Ricardo  Campbell 

During  the  several  meetings  of  this  Council,  I  have  felt  that  we  are 
tinkering  at  the  edges  of  what  was  originally,  in  1935,  a  rather  simple 
program,  but  which  has  grown  because  of  its  many  amendments  so 
complex  that  even  the  well-informed  citizen  does  not  understand  it. 
Additionally,  over  the  40  years  since  the  initial  passage  of  the  Social 
Security  Act,  tremendous  socio-economic  changes  have  taken  place, 
a  whole  new  welfare  system  of  benefits  has  been  enacted,  and  other 
tax  laws  with  which  OASDI  taxes  interrelate  have  been  amended. 

Although  I  view  any  change  in  OASDI  benefits  which  adds  to 
present  costs  as  undesirable  in  view  of  the  short-run  and  especially 
the  long-run  actuarial  imbalance,  which  is  based  on  what  I  believe 
to  be  over-optimistic  assumptions,*  I  have  voted  as  a  Council  mem- 
ber to  recommend  some  changes  in  benefits  which,  relative  to  the 


^  See  elaboration  of  this  point  on  page  78  ff . 
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system  as  a  whole,  have  minor  cost  impact.  My  reason  in  one  instance 
was  to  ehminate  an  inequity  which  exists  because  of  differences  in 
entitlement  between  dependents  of  men  workers  for  secondary  bene- 
fits and  dependents  of  women  workers.  My  reason  in  another  instance 
was  to  improve  the  social  adequacy  of  the  system  by  making  less 
stringent  entitlement  to  long-term  permanent  disability  benefits  for 
those  persons  55  years  and  over. 

The  Council's  refusal  to  recommend  ''fairer"  tax  treatment  of  the 
twenty-two  millions  of  married  women  who  work  and  many  of  whom 
earn  little  and  yet  pay  OASDI  taxes  on  what  are  low  earnings  ^  is  an 
example  of  the  dangers  in  ''tinkering"  rather  than  restructuring 
social  security  into  a  logical  part  of  the  U.S.  total  system  of  taxes 
and  social  benefits.  There  are  hundreds  of  thousands  of  couples,  the 
precise  numbers  are  not  known,  where  both  the  husband  and  wife 
work,  earn  relatively  low  wages  and  pay  a  tax  on  those  wages  and 
who  when  they  retire  at  age  65  receive  not  more  but  less  than  other 
couples  where  the  husband  has  worked  and  earned  the  equal  of  the 
two-worker  family's  combined  wages  and  his  wife  has  not  worked. 
For  example,  as  stated  in  the  Report  of  the  Subcommittee  on  the 
Treatment  of  Men  and  Women,  a  husband  with  average,  annual 
earnings  of  $4,000  and  a  wife  with  average,  annual  earnings  of  $4,000 
each  receive  $228.50  a  month  on  retirement  at  age  65,  or  a  monthly 
total  of  $457.00,  which  is  $17.50  less  than  $474.50  or  one  and  one-half 
the  monthly  primary  benefit  payable  to  a  married  worker  with  aver- 
age, annual  earnings  of  $8,000  and  a  spouse  who  has  not  worked  in 
covered  employment.  Further,  this  situation  also  exists  for  comparable 
families  with  average  annual  earnings  of  $6,000. 

To  cite  a  more  general  example,  consider  the  difference  in  benefits 
upon  retirement  for  two  families :  Family  A,  where  the  wife  works  and 
earns  40  percent  each  year  of  the  family  income,  the  husband  60  per- 
cent; and  Family  B,  where  the  wife  does  not  work.  Since  the  social 
security  program  began,  the  annual  earnings  of  the  two  families  are 
equal  and  year-by-year  are  equal  to  the  maximum,  annual  earnings 
tax  base  which  is  also  used  to  compute  benefits.  If  it  is  assumed  that 
all  four  individuals  are  65  during  the  first  six  months  of  1975,  the 
husband  in  Family  A  would  receive  $226.50  monthly  benefit  and  the 
wife,  whose  earnings  were  considerably  less,  $179.60,  for  a  total 
monthly  retirement  benefit  of  $406.10.  In  Family  B,  where  the  hus- 
band alone  has  worked,  he  and  his  wife  would  receive  a  much  greater 
monthly  retirement  benefit,  the  husband's  primary  of  $316.30  plus 
one-half  of  this  amount  ("rounded")  or  $158.20,  (a  secondary  benefit) 
for  his  "presumed  dependent"  wife,  or  $474.50  in  total.  For  each  year 
that  Family  B  receives  retirement  benefits,  it  would  receive  $820.80 
more  (before  automatic  adjustments  to  take  account  of  cost-of-living 
increases)  than  the  two-worker  family,  Family  A. 

It  is  largely  because  of  such  anomalies  as  these  which  are  inherent  in 
the  benefit  structure  that  I  argue  for  retirement  benefits  being  paid  on 
an  individual  basis,  as  well  as  OASDI  taxes  being  collected  on  an 
individual  basis.  To  argue  that  working,  married  women  should  not 
only  contribute  in  large  measure  to  the  "social"  benefits  under  social 
insurance,  but  should  also  actually  in  a  family  unit  receive  less  than 


5  In  1973,  the  median  earnings  of  full-time  working  women  were  57  percent  of  the  median  earnings  of  full- 
time  working  men.  (U.S.  Census.  CPS.  P-60,  No.  93,  July  1974,  p.  2.) 
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if  she  had  never  worked  at  all  and  paid  substantial  taxes  is  to  me 
ethically  unacceptable. 

The  Council  members  fail  to  recognize  the  impact  of  the  dramatic 
continuing  increase  in  the  numbers  of  married  women  who  work, 
generally  for  low  wages,  and  pay  OASDI  taxes  on  those  wages,  some- 
times in  preference  to  going  on  welfare  or  anticipating,  when  they  are 
older,  going  on  welfare.  Many  of  these  women  pay  higher  OASDI 
taxes  than  income  taxes.  Many  of  the  twenty-two  million  married 
working  women  (and  generally  also  their  husbands)  are  highly  critical 
of  the  OASDI  program  because  they  know  that  they  will  not  receive 
upon  retirement  or  widowhood  any  more  benefits  than  if  they  had  not 
worked  and  paid  taxes  during  their  lifetime.  They  may  know  that  they 
have  protection  for  dependent  children  and  for  long-term  disability, 
but  feel  that  these  tax  payments  are  high  ''premiumf"  for  such  in- 
surance. Since  the  vast  majority  of  these  women  bear  and  raise  chil- 
dren, they  contribute  to  society  in  ways  beyond  what  the  usual  single 
person  does. 

In  those  families  where  both  husband  and  wife  worked  in  1973,  the 
differentials  in  annual  median  income  compared  to  families  where  only 
the  husband  worked,  by  age  of  head  of  household,  were  as  follows:  ^ 


Age,  by  age  of  husband 


Whites: 

25  to  34. 

35  to  44. 

45  to  54. 

55  to  64. 
Negroes: 

25  to  34. 

35  to  44. 

45  to  54. 

55  to  64. 


WORKERS— MEDIAN  INCOME 


Husband  Husband  Difference  in 
and  wife  only    family  income 


$14, 186 
17,056 
18,418 
16,819 

$11,967 
13,653 
12, 609 
11,918 

$2,  219 
3,403 
5,809 
4,  901 

12,  509 
13, 082 

13,  857 
11,526 

8,  528 
7,872 
8,  280 
5,  853 

3,981 
5,210 
5,  587 
5,673 

Obviously,  married  women  contribute  substantially  to  the  family 
earnings.  The  life  styles  of  their  families  are  based  on  combined 
earnings,  and  it  is  the  replacement  ratio  of  combined  family  earnings, 
at  least  of  low-paid  workers,  which  the  social  security  system  should 
consider  in  determing  replacement  ratios  (percentages  of  earnings 
replaced  by  social  security  benefits  upon  retirement)  if  it  is  claimed 
to  have  made  some  adaptation  to  the  rapid  socio-economic  changes 
of  the  last  40  years. 

The  argument  of  the  Council's  majority  that  to  give  more  individual 
equity  to  working  married  women  is  wrong  because  it  would  favor  a 
''special  group"  (Report  of  the  Council,  Chapter  5,  Sec.  3.1)  indicates 
to  me  a  surprisiag  lack  of  awareness  of  today's  socio-economic  world — 
a  world  in  which  the  majority  of  married  women  work.'' 

There  are  other  special  groups  which  are  smaller  in  number  and 
for  whom  the  Council  has  recommended  that  their  benefits  be  lib- 
eralized, e.g.,  those  over  age  65  and  under  72,  who  continue  to  work. 

If  among  married  women  there  is  currently  a  special  group,  it  may 
be  that  it  is  those  non-working  married  women  who  become  entitled 


6  U.S.  Census,  P-60,  No.  97  January  1975,  Table 74,  p.  156. 

7  Mrs.  Norwood  concurs  with  the  portion  of  this  statement  beginning  with  paragraph  2  on  page  74  and 
ending  with  this  paragraph. 
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in  1975  and  later  to  only  secondary  benefits  often  sizeable  and  based 
only  on  their  husband's  earnings.  I'hese  women  have  not  accumulated 
enough,  or  any,  earnings  credits  to  obtain  a  primary  benefit  based  on 
their  own  earnings  and  many  of  them  may  have  husbands  who  had 
high  earnings  from  which  savings  were  accumulated  and  also  these 
women  may  enjoy  other  sizeable  income  as  interest,  rents  and  divi- 
dends. As  the  years  go  by,  the  number  of  women  who  have  never 
worked  in  covered  employment  will  decline.  Of  all  aged  wives  of  re- 
tired worker  beneficiaries,  the  group  entitled  only  to  a  secondary 
benefit,  that  is  one-half  of  their  husband's  primary  retirement  benefit 
because  they  are  ''presumed  dependent,"  is  estimated  by  SSA  to  fall 
to  about  30-35  percent  by  2020.^  However,  by  1970,  68  percent  of 
women,  ages  45-49,  had  already  earned  enough  quarters  of  covered 
work  to  be  insured  for  their  own  primary  benefit.  SSA's  projection 
that  30  percent  to  35  percent  of  aged  wives  of  retired  worker  bene- 
ficiaries will  be  entitled  to  only  secondary  benefits  by  2020,  rather 
than  earlier,  as  in  1990  or  1995,  when  the  women  ages  45-49  would 
be  old  enough  to  be  entitled  and  be  drawing  benefits,  depends  on  two 
major  assumptions.  These  are  the  rate  at  which  women  already  re- 
ceiving a  secondary  benefit  leave  the  rolls  by  death  or  other  disquali- 
fication and  the  labor  force  participation  rate  of  women  in  future 
years  by  marital  status. 

SSA  actuaries,  in  projecting  future  costs  of  the  system,  assumed  an 
increase  for  women  by  age  groups  of  their  labor  force  participation 
rate.  For  example,  the  percent  of  women  in  the  labor  force  by  selected 
age  groups  in  1970  (actual)  and  1995  (estimated)  is:^ 


[in  percent] 


Ages 

1970  actual 

1995 

45  to  49   

     55 

59 

50  to  54  

    54 

58 

55  to  59    

    49 

53 

In  every  case  there  is  an  estimated  increase. 

It  is  possible,  depending  on  the  assumptions  used,  that  women  who 
are  entitled  only  to  a  secondary  benefit — that  is  the}^  did  not  work 
even  intermittently  and/or  part-time  to  acquire  40  quarters  of  cov- 
erage, the  equivalent  of  10  3^ears  in  covered  employment — may  be 
30  percent  or  even  less  of  all  aged  women  whose  husbands  are  receiving 
old-age  benefits  some  3^ears  before  2020. 

For  example,  an  article  in  the  Social  Security  Bulletin  states  that, 
''More  than  half  the  women  between  ages  60  and  64  in  1970  were 
insured  for  benefits  in  their  own  right.  Among  women  in  their  forties 
and  early  fifties  in  1970,  2  in  3  were  earning  insured  status  at  a  rate 
that  would  qualify  them  for  benefits  when  they  reached  retirement 
age." 

My  proposal  is  two-fold.  The  first  part  was  supported  by  the  Sub- 
committee on  the  Treatment  of  Men  and  Women  (see  Report,  Ap- 


8  Office  of  the  Actuary,  SSA. 

9  Developed  by  the  Office  of  the  Actuary,  SSA,  for  use  in  long-range  cost  estimates  in  the  1974  Trustees' 
Report,  unpublished  data. 

10  V.  Reno,  "Women  Newly  Entitled  to  Retired-Worker  Benefits  .  .  . ,"  Social  Security  Bulletin,  April 
1973,  p.  4. 
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pendix  B,  pp.  147-148),  but  the  second  part  was  not.  The  proposal 
is  (1)  to  help  low-earning,  married  men  and  low-earning,  married 
women  by  permitting  a  couple  coming  on  the  benefit  rolls  in  the  future 
an  option  in  computing  their  retirement  benefits  to  combine  their 
earnings  up  to  the  taxable  base  (thus  helping  only  low  earners) 
when  each  of  them  has  paid  taxes  on  10  years  (40  quarters)  of  covered 
earnings  during  the  last  20  years  prior  to  retirement  at  a  long-run 
cost  of  0.20  percent  of  taxable  payroll;  and  (2)  to  phase  out  gradually 
over  a  30-year  period  (see  Subcommittee  Report,  p.  146  details) 
secondary,  retirement  benefits  of  an  aged  spouse  (wife  or  husband). 
The  secondary  benefits  of  surviving  spouses  and  children  would  be 
retained.  The  second  part  of  the  proposal  would  result  in  an  estimated 
long-run  savings  of  0.39  percent  of  taxable  payroll.  This  estimate 
assumes  that  the  following  three  recommendations  initially  made 
b}^  the  Council  will  be  enacted  and  effective  immediately.^^ 

(1)  The  same  rules  of  entitlement  to  secondary  benefits  would  apply 
to  men  and  women ;  (2)  immediate  universal  coverage  and  (3)  for  those 
coming  on  the  rolls  in  the  future  an  immediate  offset  of  a  private 
pension  earned  in  uncovered  employment  against  secondary,  retire- 
ment and  survivor  benefits  of  social  security  based  on  earnings  of  a 
spouse  in  covered  employment.  If  either  of  the  latter  two  recommenda- 
tions are  not  enacted  and  the  first  one  is  enacted — as  is  likely  to  be  the 
case,  as  note  the  finalized  version  of  Chapter  7  of  the  Council's  report 
points  out  that  universal  coverage  will  face  man^^  obstacles — -then  the 
savings  would  be  somewhat  greater  than  0.39  percent  of  payroll. 
Actuarial  data  are  not  available  covering  the  cases  when  all  or  some 
of  these  assumptions  are  dropped. 

There  are  among  the  8.8  million  workers  w^ho  are  not  currently 
covered,  3.6  million  persons  w^ho  work  for  State  and  local  government, 
where  legal  problems  probably  would  interfere  with  their  rapid,  com- 
pulsory coverage  under  social  security. 

The  Council  voted  to  recommend,  without  any  phase-out  period 
but  merely  prospectively,  to  treat  as  an  offset  against  both  the  retire- 
ment and  survivor's  secondary  benefits,  based  on  the  spouse's  covered 
earnings,  any  pension  earned  by  the  other  member  of  the  couple 
which  derives  from  work  in  non-covered  employment.  This  recom- 
mendation would  create  a  new  inequity  primarily  to  a  particular  class 
of  married,  working  women  and  that  is  those  wives  whose  husbands 
work  in  covered  emplo^anent  while  they  work  in  non-covered  employ- 
ment as  in  civil  service  or  in  man}^  States  as  school  teachers.  The  lack 
of  a  phase-out  period  gives  virtually  no  time  for  these  couples,  some  of 
whom  may  be  wdthin  ten  or  less  years  before  retirement,  to  attempt 
to  make  up  or  recapture  the  proposed  sudden  loss  in  secondary  bene- 
fits to  the  wife  and  benefits  on  which  their  retirement  plans  have  been 
based. This  is  an  example  of  what  ''tinkering"  with  benefits,  rather 
than  restructuring  the  system  to  pay  retirement  benefits  on  an  in- 
dividual basis,  may  do. 

The  second  part  of  my  proposal  has  a  phase-out  period  of  thirt}^ 
3^ears  to  avoid  a  comparable  inequity  to  non-working,  married  women 
and  it  applies  only  to  retired  couples  not  to  the  surviving  spouse. 


11  Office  of  the  Actuary,  SSA. 

12  Mrs.  Norwood  also  concurs  with  the  portion  of  this  statement  beginning  with  paragraph  3  on  page  77 
and  ending  with  this  sentence. 
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Under  my  proposal  the  secondary  benefits  to  aged  wives  and/or 
husbands  without  a  dependent  child  in  their  care  would  be  phased 
out  at  the  end  of  30  3^ears.  Thus,  the  largest  savings  impact  would 
occur  at  a  most  favorable  time  to  coincide  with  the  timing,  the  year 
2005,  when  the  double  impact  of  high  costs  of  total  benefits  due  to  the 
relatively  large  number  of  World  War  II  babies  who  will  be  retiring 
and  collecting  OASDI  benefits,  and  concomitantl}^  of  fewer  workers  to 
pay  these  benefits  as  the  relatively  fewer  births  during  the  past  several 
3^ears  enter  the  labor  force,  occurs. 

The  Finance  Subcommittee  and  the  Council's  Reports  reflect  the 
estimate  used  in  the  1974  Report  of  the  Boards  of  Trustees  that  the 
fertility  rate  will  return  to  2.1  babies  per  woman,  the  population 
replacement  rate,  by  1985.  It  is  anticipated  that  the  double  impact  of 
more  beneficiaries  and  relatively/  fewer  workers  will  increase  the  num- 
ber of  social  security  beneficiaries  from  30  beneficiaries  for  every  100 
workers  to  45  beneficiaries  for  every  100  workers  by  the  year  2025. 
In  1950  the  ratio  was  6  beneficiaries  for  every  100  workers. If  a 
fertility  rate  of  2.1  is  not  achieved  by  1985,  and  there  are  good  reasons 
to  anticipate  this,  then  the  long-run  actuarial  imbalance  will  be 
considerably  greater. 

Because  only  a  single  set  of  assumptions,  covering  projected  birth 
rates  and  price  and  wage  increases,  were  presented  by  the  Finance 
Subcommittee  to  the  Council  (and  these  are  the  same  as  in  the  1974 
Trustee's  Report)  rather  than  is  more  customary,  a  range  of  low, 
medium  and  high  estimates,  and  the  single  set  of  assumptions  was 
accepted  by  the  Council  as  ''reasonable,"  the  underlying  assumptions 
of  the  long-run  projected  deficit  should  be  examined  critically. 

The  three  assumptions  are:  (1)  an  annual  5-percent  increase  in 
average  moneys  wages,  (2)  an  annual  3-percent  average  increase  in  the 
Consumer  Price  Index  and  thus  a  2-percent  average  rate  of  increase 
in  real  wages  and  (3)  a  2.1  fertility  rate  by  1985,  which  will  remain 
constant  at  that  level  for  the  remainder  of  the  75  years. 

If,  however,  1.9  births  per  woman  were  the  average  fertility  rate  for 
the  whole  75  years,  the  2.98  percent  actuarial  imbalance  would  be 
3.73  percent  of  taxable  paA^roll.  Additionally,  without  decoupling  the 
system  but  with  a  steady  annual  rate  of  growth  in  real  wages  of  only 
1  percent,  based  on  wages  increasing  at  5  percent  and  prices  increasing 
at  4  percent,  the  long-run  deficit  may  be  as  high  as  about  10  percent 
of  taxable  payroll.^* 

It  is  noted  in  the  Finance  Subcommittee  Report  of  February  3, 
p.  98,  and  also  in  Chapter  7  of  the  Council  Report  (Sec.  3.3),  that 
".  .  .  the  demographic  projection  has  an  almost  overwhelming  effect 
on  the  costs  of  the  system.  .  .  .  The  change  [by  the  Trustees  of  the 
funds  in  their  1974  Report]  in  population  assumptions  accounts  for 
63  percent  of  the  total  deficit  and  76  percent  of  the  increase  in  the 
deficit  since  the  last  actuarial  review."  (p.  98,  ''Deficit"  is  the  long- 
run  actuarial  unbalance.) 

The  argument  to  support  an  assumption  of  1.9  births  rather  than 
2.1  births  per  female  over  the  75  years  period  follows.  Because  of  the 
change  in  technology  in  respect  to  birth  control,  it  is  the  woman,  and 


13  Subcommittee  on  Finance  Report,  February  3, 1975,  p.  98. 
"  Office  of  the  Actuary,  SSA. 
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not  the  man,  who  decides  for  the  first  time  in  history  the  number  of 
children  a  woman  will  bear.  Because  of  this  factor,  it  is  impossible 
to  predict  on  the  basis  of  experience,  future  birth  rates,  and  the 
statistical  data  available  appear  to  support  this  conclusion. 

I  attach  as  Exhibit  A,  a  graph  which  gives  birth  rates  by  age  of 
mother,  1945-1973,  originally  drawn  on  a  '^semi-log"  scale,  but 
redrawn  here  on  the  normal  scale  to  which  most  persons  are  ac- 
customed and  which  does  not  compress  the  extreme  drop,  but  rather 
makes  clear  the  size  of  the  drop  from  1960  on  in  birth  rates  by  age  of 
mother.  There  is  clearl}^  a  precipitous  decline  in  birth  rates  for  each 
of  the  five-year  age  brackets  which  the  compression  of  the  original 
chart  tends  to  minimize. 

Additionally,  the  February  1975,  Census  Bureau's  Population 
Estimates  and  Projections  includes  a  range  of  estimated  birth  rates 
through  the  year  2025,  one  of  which,  Ser.  Ill,  is  only  1.7  births  per 
woman,  in  order  '^to  provide  a  reasonable  range  in  projections  of 
future  births."  (p.  3). 

proposal  supports  the  philosophy  of  a  replacement  ratio  of 
earnings  lost  by  retirement,  but  interpreted  as  replacement  ratio  of 
family  earnings.  Two-worker  families  gear  their  style  of  living  to  two 
incomes.  The  replacement  of  '^head  of  household"  earnings  Avith  an 
allowance  for  his  dependents  does  not  fit  the  facts  of  family  structure 
in  1975.  Married  couples  with  only  the  husband  working  no  longer 
comprise  the  majorit}^  of  families  in  those  age  brackets  where  it  is 
usual  to  work. 

The  advantages  of  the  two  proposals,  as  a  package  would  be  to  give 
greater  equity  to  married  women  who  work  and  eventually,  as  the 
phaseout  is  completed,  greater  equity  to  singles  who  work,  pay  the 
same  tax  and  have  no  dependents.  It  is  my  belief  that  because  of  the 
continuing  trends  in  the  increasing  labor  force  participation  rate  of 
women,  the  declining  labor  force  participation  rate  of  men,  the 
increase  in  divorce  and  decrease  in  marriages,  and  the  decline  in  the 
birth  rate,  it  is  advisable  to  begin  now  to  restructure  the  social  security 
system  to  adapt  to  these  socio-economic  changes  rather  than  wait  for 
dissatisfaction  with  the  system  to  so  increase  as  to  force  hurriedly 
changes  which  may  be  undesirable. 

The  current  system,  coupled  with  Federal  income  taxes,  discourages 
women  from  working  outside  of  the  home  and  also  discourages  private 
savings  which  provide  the  financing  for  investment  needed  for  growth 
of  national  real  income.  As  the  ratio  of  beneficiaries  to  workers  in- 
creases, it  will  create  a  need  for  more  revenues  to  finance  social 
security  benefits,  but  from  taxes  on  relatively  fewer  workers  or  pro- 
ducers. Then  the  undesirable  effect  of  the  loss  of  economic  product 
to  society  because  of  penalties  imposed  by  the  tax  sj^stem,  and  espe- 
cially by  OASDI  taxes  on  married  women,  will  become  more  obvious. 
It  may  be  in  the  area  of  inducing  a  higher  labor  force  participation  rate 
by  women,  rather  than  in  attempting  to  extend  normal  retirement 
age  to  68  years,  that  long-run  solutions  may  be  successfully  sought. 


15  Monthly  Vital  Statistics  Report,  Vol.  23,  No.  11,  Supplement,  Jan.  30, 1975,  p.  3. 
"  Ser.  P-25,  No.  541. 
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EXHIBIT  A 


BIRTH  RATES  BY  AGE  OF  MOTHER:  UNITED  STATES.  1945-73 


f  •eOlNNlNO  1959  TRCNO  (.INCS  A«E  BASED  ON  RESISTEKCD  LIVE  BIWTMS  ;  TI»ENO  LINES  FOR 
t»49-S9  ARE  BASED  ON  l-lVE  BlRTwS   ADJUSTED  FOX  UNOERREGlSTRATION . ) 


Statement  of  Rudolph  T.  Danstedt 

The  Council  has  made  three  major  findings  and  recommendations 
and  several  minor  ones : 

1.  I  strongly  support  the  statement  on  the  philosophy  and  objec- 
tives of  social  security  in  which  the  Council  unanimously  endorsed 
the  major  principles  of  the  contributory,  wage-related  social  security 
program. 
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2.  I  support  the  Council's  recommendation  that  the  method  of 
computing  social  security  benefits  be  changed  to  a  system  guarantee- 
ing that  the  protection  for  current  workers  is  kept  up  to  date  auto- 
matically at  least  as  high  as  future  increases  in  the  level  of  earnings 
and  that,  as  in  the  present  system,  benefits  once  payable  would  be 
kept  up  to  date  with  increases  in  prices.  I  support  this  recommenda- 
tion, however,  with  the  understanding  that  the  'Vage  replacement 
ratios"  established  under  the  new  system  will  be  those  pertaining 
under  present  law  after  the  updating  of  benefits  in  June  of  1975. 

3.  I  strongly  disagree  with  the  Council's  recommendation  that  the 
hospitalization  insurance  part  of  Medicare  be  changed  from  a  program 
of  contributory  social  insurance  to  one  which  would  be  entirely  sup- 
ported by  general  revenues  and  that  the  contributions  now  earmarked 
for  hospital  insurance  be  shifted  to  the  support  of  the  cash  benefit 
program. 

The  Council  made  several  other  recommendations  which,  however, 
compared  with  the  above  recommendations  are  of  lesser  significance. 

While  agreeing  that  the  definition  of  disability  for  older  workers 
(55-64)  should  be  liberalized,  the  Council's  liberalization  of  the 
disability  definition  does  not  address  itself  adequately  to  the  older 
disabled  worker  in  a  job  market  that  discriminates  against  the  older 
worker.  I  support  a  definition  under  which  older  workers  should  be 
able  to  qualify  for  disability  benefits  if  the}^  are  occupationally  dis- 
abled, that  is,  if  they  can  no  longer  engage  in  substantial  gainful 
activity  in  their  last  regular  occupation.  These  older  occupationally 
disabled  people  are  in  a  situation  similar  to  that  in  which  many 
people  find  themselves  at  age  65  when,  because  of  their  age,  they 
cannot  find  job  opportunities,  and  are  in  effect  superannuated. 

I  disagree  with  further  loosening  up  of  the  retirement  test.  Basically 
I  strongly  support  the  concept  of  social  security  as  retirement  insur- 
ance. The  present  retirement  test  with  its  automatic  adjustment  for 
an  increase  as  wages  rise  is  a  liberal  one.  It  allows  individuals  to  have 
more  in  total  income — social  security  benefits  plus  earnings — ^the 
more  an  individual  works  and  earns.  Under  present  law  some  people 
earning  as  much  as  $8,000  or  $9,000  a  year  may  still  be  eligible  for 
partial  social  security  benefits. 

I  see  no  good  reason  to  incur  extra  costs  for  the  program  to  favor 
further  those  who  are  fortunate  enough  to  be  able  to  continue  at 
work,  particularly  the  self-employed  and  professional  people  and 
higher-paid  salary  and  wage  workers  who  frequently  do  not  encounter 
the  same  age  barriers  to  gainful  activity  as  other  members  of  the 
labor  force. 

ABOLISHING  MEDICARE  AS  AN  EARNED  RIGHT 

I  want  to  indicate  in  detail  why  we  strongly  disagree  with  the 
Council's  recommendation  to  change  the  hospitalization  part  of 
Medicare  from  a  program  of  contributory  social  insurance  to  one 
which  would  be  entirely  supported  by  general  revenues,  and  shift 
the  contribution  now  earmarked  for  hospital  insurance  to  the  support 
of  the  cash  benefit  program. 

The  charge  to  the  Council  from  the  Congress  specified  an  examina- 
tion of  ''The  scope  of  coverage  and  adequacy  of  benefits  and  other 
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aspects  of  the  Program"  including  Title  XVIII — Medicare.  However, 
at  an  early  stage  of  the  Council's  deliberations,  the  lateness  of  the 
Council's  appointment  which  allowed  only  nine  months  for  its  study, 
and  the  extensive  study  presumably  underway  of  national  health 
insurance  proposals,  were  presented  as  reasons  for  this  Council 
excluding  an  examination  of  Medicare. 

I  agreed  reluctantly  with  this  decision  because  I  believed  that  the 
Medicare  program  for  older  and  disabled  people  should  be  improved 
in  several  important  respects.  I  was  and  am  now  concerned  with  the 
financial  burden  on  low  and  middle-income  social  security  recipients 
of  the  $6.70  per  month  premium  payment  of  Part  B  of  Medicare 
which  reduces  their  cash  benefits  approximately  5%.  I  support  for 
financing  purposes  elimination  of  this  premium  by  combining  Part 
A  (Hospital  Insurance)  and  Part  B  (Supplementary  Medical  In- 
surance)— now  financed  through  premiums  and  general  revenues — of 
Medicare  and  the  financing  of  Medicare  by  one-third  contribution 
from  employees,  one- third  contribution  from  employers  and  one- 
third  from  the  general  revenues.  Such  a  recommendation  was  endorsed 
by  the  1970-1971  Advisory  Council. 

In  spite  of  the  fact  that  the  Council  has  not  studied  the  Medicare 
program,  at  its  very  last  meeting  the  Council  voted  to  fundamentally 
change  the  nature  of  the  hospital  insurance  part  of  Medicare  from  a 
contributory  social  insurance  system  to  a  system  which  would  be  one 
entirely  supported  by  general  revenues.  In  contrast  to  the  careful 
work  of  the  Council  and  its  staff  on  the  cash  benefit  part  of  social 
security,  the  reasoning  put  forth  in  support  of  this  recommendation 
shows  a  lack  of  serious  attention  and  analysis.  The  notion  that 
hospital  insurance  should  be  paid  for  entirely  by  general  revenues 
because  the  medical  benefits  provided  by  the  hospital  insurance 
program  vary  according  to  the  medical  needs  of  the  insured  individual 
seems  to  be  based  on  a  misunderstanding  of  the  nature  of  health 
insurance.  What  people  are  paying  for  under  the  Medicare  program  is 
'^protection  against  a  risk."  The  fact  that  some  people  may  draw 
much  more  in  the  wa}^  of  benefits  than  others  is  no  more  a  reason  to 
drop  the  contributory  concept  than  it  would  be  to  drop  the  contribu- 
tory concept  in  the  case  of  the  life  insurance  part  of  the  program 
where  the  amount  actually  paid  differs  according  to  the  age  of  the 
individual  at  death,  the  number  of  dependents,  etc. 

Moreover,  the  fact  that  the  amount  of  protection  under  hospital 
insurance  (as  distinct  from  the  value  of  benefits  actual^  paid)  does 
not  vary  by  past  earnings  does  not  seem  to  us  a  significant  reason  for 
dropping  the  contributory  principle.  In  hospital  insurance  it  is  the 
fact  that  those  who  earn  more  pay  somewhat  more  for  the  same 
protection  and  the  fact  that  more  of  the  employer's  contribution  is 
used  for  the  protection  of  the  lower  paid  that  introduces  progressive 
principles  into  the  program.  In  the  cash  benefit  program  this  result  is 
accomplished  by  the  combination  of  a  flat  percentage  contribution 
rate  but  a  weighted  benefit  formula.  In  the  Medicare  program  the 
progressive  element  is  established  b}^  having  the  low-wage  earner  pay 
less  for  comparable  protection. 

I  am  greatly  concerned  that  changing  Medicare  from  a  contributory 
social  insurance  program  to  one  supported  entirely  by  general  revenues 
could  well  lead  to  the  loss  of  the  concept  of  earned  right  and  to  the 
possible  introduction  of  an  income  or  means  test  into  the  program. 
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Workers  contribute  toward  hospital  insurance  with  the  clear 
understanding — amounting  to  a  social  compact  with  their  govern- 
ment— that  when  retired  or  disabled  with  income  down  and  the  inci- 
dence of  illness  up — their  hospital  insurance  costs  will  be  paid  as  a 
matter  of  right. 

It  needs  to  be  underlined  that  when  Medicare  was  enacted  the 
representatives  of  large  groups  of  organized  employees — the  AFL- 
CIO  and  a  wide  range  of  international  unions — supported  the  payroll 
contributions  for  hospital  insurance  as  a  guarantee  that  hospital 
insurance  shall  be  an  earned  right.  This  continues  to  be  their  position. 

If  Medicare  is  to  be  supported  entirely  by  the  general  taxpayer 
rather  than  in  significant  part  by  earmarked  contributions  from  those 
who  are  to  benefit  from  the  protection,  the  question  in  the  future  will 
inevitably  arise  as  to  why  general  funds  should  go  to  pay  for  the 
hospitalization  and  physicians'  bills  of  a  selected  group  in  the  popu- 
lation— the  elderly  and  disabled — regardless  of  whether  or  not  a 
particular  elderly  or  disabled  person  is  entirely  able  to  pay  for  the 
services  on  his  own.  Thus  I  fear  that  the  recommendations  of  the 
majority  could  over  time  transform  the  Medicare  social  insurance 
program  into  a  relief  program.  There  is  enough  experience  with  the 
income-tested  Medicaid  program  to  predict  what  the  implications  of 
such  a  transformation  would  be  for  the  perpetuation  of  a  two-class 
S3^stem  of  medicine  and  in  terms  of  undermining  the  dignity  of  the 
recipient. 

If  the  protection  that  is  now  afforded  the  hospital  insurance  pro- 
gram by  its  contributory  nature  is  destroyed,  it  is  likely  that  it  would 
become  much  easier  to  reduce  the  protection  provided.  In  times  of 
budgetary  restriction  it  would  be  easier  to  propose  and  harder  to 
restrict  such  money-saving  proposals.  Even  today,  this  Administra- 
tion is  seeking  to  reduce  the  deficits  in  the  unified  budget  by  requiring 
the  elderly  and  disabled  to  bear  more  of  the  cost  of  Medicare  through 
cost-sharing.  Thus  I  fear  that  the  proposal  to  finance  Medicare  out 
of  general  revenues  so  as  to  use  the  hospital  insurance  contributions 
for  the  cash  benefit  program  could  easily  result  over  time  in  the 
elderly  being  asked,  in  effect,  to  make  up  for  the  deficits  in  the  cash 
benefits  program  through  reduction  in  their  health  insurance 
protection. 

Although  the  Council  had  not  considered  these  matters  or  any 
other  matters  concerning  the  Medicare  program  and  operating  under 
the  pressure  to  conclude  its  affairs  on  its  final  meeting  day,  the  Council 
seized  on  the  hospital  insurance  contributions  to  finance  the  deficit 
in  the  OASDI  program. 

RECOMMENDATIONS    FOR   IMPROVING    THE    FINANCING    BASE    FOR  THE 
CASH  BENEFIT  PROGRAM 

Instead  of  sacrificing  the  Medicare  program  in  order  to  improve 
the  financing  base  for  the  cash  benefit,  I  propose  that  the  financing 
problems  of  the  cash  benefit  program  be  faced  directl}^. 

That  the  outgo  of  the  cash  benefit  programs  should  exceed  income 
in  the  im.mediate  future  is  not  a  cause  for  concern.  The  $46  billion 
in  trust  fund  assets  available  to  the  OASDI  program  exist  for  just 
this  purpose.  The  reserves  should  be  drawn  on  in  a  period  of  recession 
like  the  present.  What  this  means  is  that  social  security  beneficiaries 
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get  more  money  to  spend  than  is  being  deducted  from  worker's 
earnings  as  social  security  contributions,  and  today  that  is  good  for 
the  economy. 

The  annual  deficit,  however,  cannot  be  allowed  to  continue.  To 
meet  this  deficit  I  propose  first,  that  beginning  in  calendar  year  1977 
the  maximum  amount  counted  for  the  computation  of  benefits  and 
for  contributions — the  wage  base — should  be  raised  above  the  approxi- 
mately $16,800  that  can  be  expected  to  be  in  effect  in  1977  under 
present  law.  The  economic  impact  of  such  an  increase  would  not  be 
felt  until  the  fall  of  1977  because  it  is  not  until  then  that  any  signifi- 
cant number  of  workers  would  have  earnings  that  exceed  the  $16,800 
figure  that  would  be  in  effect  in  any  event.  The  exact  amount  of  the 
increase  in  the  earnings  base  should  be  determined  by  whether  it  is 
to  be  done  in  one  step  or  in  several  steps.  One  alternative  is  to  increase 
the  amount  to  $24,000  in  1977  and  have  it  rise  automatically  from 
this  figure  as  wages  increase.  Another  possibility  is  to  provide  for 
more  gradual  increases,  that  is,  a  lesser  increase  for  1977,  compensated 
for  by  larger  increases  later.  It  is  of  interest  to  note  that  the  AFL-CIO 
Executive  Council  has  endorsed  moving  the  wage  base  up  to  $28,000 
over  a  period  of  years. 

I  propose,  further,  a  tax  on  the  employer's  full  payroll.  A  maximum 
on  the  benefit  and  contribution  base  for  individual  workers  is  appro- 
priate since  the  amount  that  people  pay  and  the  amount  that  is 
credited  to  their  record  for  benefit  purposes  should  be  tied  together, 
and  it  would  seem  unreasonable  under  social  insurance  to  compute 
benefits  on  the  very  high  salaries  earned  by  the  top  2  percent  or  3  per- 
cent of  the  wage-earning  portion  of  the  population.  There  is  no  similar 
need  for  a  limitation  on  employer's  payroll.  The  tax  on  employer's 
payroll  is  less  now  than  contemplated  in  the  original  Social  Security 
Act.  There  was  then  provided  an  ultimate  combined  employer  tax 
rate  for  social  security  and  unemployment  compensation  totalling  6 
percent.  Because  of  the  lower  proportion  of  wages  now  covered  under 
the  experience  rating  of  unemployment  compensation  and  the  increased 
tax  deductible  advantages  now  available  through  corporate  tax  laws, 
the  tax  burden  on  employers  is  now  significantly  less  than  provided 
by  the  original  law. 

With  a  higher  benefit  and  contribution  base,  the  contribution 
schedule  in  present  law  would  substantially  over-finance  the  Medicare 
hospital  insurance  program  for  many  years  into  the  future.  Con- 
sequently, it  would  be  possible  to  allocate  the  1978  scheduled  increase 
of  0.2  percent  of  payroll  to  employees,  and  a  like  amount  on  employers, 
to  the  cash  benefit  program  rather  than  to  the  hospital  program.  I 
propose  that  this  be  done. 

The  increase  in  the  wage  base  I  am  proposing  would  return  the 
system,  partly,  but  not  all  the  way,  to  the  original  program  intent. 
In  1938,  the  first  year  for  which  there  is  adequate  social  security  data 
(the  social  security  system  began  to  collect  contributions  in  1937), 
97  percent  of  all  the  workers  in  the  system  had  their  full  wages  counted 
toward  social  security.  Today,  only  85  percent  of  the  workers  covered 
by  the  system  have  all  of  their  earnings  counted.  To  get  back  to  the 
siutation  that  existed  at  the  time  the  program  first  went  into  effect 
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would  require  an  earnings  base  substantially  in  excess  of  what  I 
propose,  probably  an  earnings  base  in  1977  in  excess  of  $30,000. 

Although  the  Council  adopted  an  increase  in  the  tax  base  to  $24,000 
at  its  next  to  last  meeting,  because  of  a  concern  that  an  increase  in  the 
maximum  earnings  base  would  invade  an  area  of  protection  which  it 
w^as  argued  should  be  left  to  private  pensions  and  individual  savings, 
the  Council  at  its  last  meeting  rescinded  this  earlier  decision.  It  was 
my  view  then  and  is  now  that  an  increase  in  the  earnings  base  such  as  I 
have  proposed  would  still  leave  substantial  room  for  supplementation 
by  private  pension  plans  and  savings.  The  replacement  rate  for  the 
w^orker  earning  at  the  $24,000  maximum  would  be  only  about  35 
percent. 

Moreover,  such  a  higher  wage  base  obviates  the  necessity  for  an 
increase  in  the  contribution  rate — a  position  w^hich  I  strongly  favor — 
and  imposes  no  additional  cost  on  the  middle  level  and  lower  paid 
workers,  while  providing  increased  protection  for  those  who  pay 
more.  It  is  important  to  emphasize  that  the  social  security  program 
provides  a  unique  protection  which  offers  the  workers  absolute 
assurance  as  to  vesting,  portability  and  receipt  of  benefits  when 
they  are  due.  Raising  the  maximum  earnings  base  increases  benefit 
protection  for  workers  as  well  as  contributes  to  the  improved  financing 
of  the  program.  For  example,  if  the  maximum  earnings  base  were 
increased  to  $24,000,  a  55  year  old  worker  earning  the  maximum 
amount  would  get  nearly  $125  a  month  more  when  he  retired  at  65 
than  he  would  if  the  earnings  base  were  left  as  in  present  law.  If  he 
were  60  when  the  increased  earnings  base  went  into  effect,  he  would 
get  benefits  at  65  of  somewhat  more  than  $50  a  month  above  present 
law. 

I  share  the  Council's  commitment  to  income  programs  supple- 
mentary to  social  security,  effective  private  pensions  (as  well  as 
individual  insurance,  savings  and  other  investments)  but  I  hold 
that  we  must  also  keep  in  mind  that  less  than  one- third  of  all  older 
people  now  have  supplementation  from  private  pensions  and  even 
in  the  long  run  it  is  doubtful  whether  the  proportion  would  exceed 
50  percent.  Maintaining  the  financial  integrity  and  protection  of  the 
social  security  system  is  thus  of  paramount  concern. 

These  steps  that  I  propose — the  increase  in  the  maximum  earnings 
base,  a  tax  on  the  employer's  total  payroll  and  the  reallocation  of 
the  1978  contribution  increase  from  hospital  insurance  to  the  cash 
benefit  program — would  solve  what  the  Council  has  described  as 
the  short-run  financing  problem  of  the  cash  benefit  program  and 
carry  the  cash  benefit  program  on  a  self-sufficient  basis  well  into  the 
late  1980's. 

However,  depending  on  what  happens  to  wage  and  cost  of  living 
rates,  a  limited  contribution  may  be  required  from  the  general  revenues 
in  the  last  decade  of  this  century. 

I  propose,  therefore,  to  meet  this  possible  contingency  by  restoring 
to  the  Social  Security  law  the  provision  for  general  revenue  financing 
that  existed  from  1944-1950  as  follows:  'There  is  also  authorized 
to  be  appropriated  to  the  Trust  Fund  such  additional  sums  as  may 
be  required  to  finance  the  benefits  and  payments  provided  for  in 
this  title." 
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The  financing  problem  in  the  next  century  growing  out  of  the 
likelihood  of  an  increasing  proportion  of  older  people  as  compared 
to  those  of  working  age,  will  require  a  gradual  introduction  of  a 
government  contribution. 

As  I  have  indicated,  I  am  opposed  to  solving  the  financial  problems 
in  social  security  through  an  increase  in  the  contribution  rates  beyond 
those  provided  in  present  law.  In  place  of  further  contribution  rate 
increases  beyond  those  presently  scheduled,  I  believe  that  the  govern- 
ment, as  in  other  countries,  should  make  a  contribution  to  the  social 
security  program,  not  just  for  the  hospital  insurance  part  of  Medicare 
but  for  the  cash  benefit  program  as  well.  Thus,  in  the  long  run,  I 
see  a  social  security  system  covering  both  cash  benefits  and  health 
insurance  financed  partly  by  employer  contributions,  partly  by 
employee  contributions,  and  partly  by  contributions  from  the  govern- 
ment in  recognition  of  society's  stake  in  a  well-functioning  social 
insurance  program.  While  preserving  the  values  inherent  in  contrib- 
utory social  insurance,  such  a  tri-partite  approach  will  make  the 
financing  of  the  system  more  progressive. 

To  recapitulate — I  seek  to  deal  responsibly  with  the  OASDI  deficit 
in  the  proposals  we  have  presented,  introducing  at  a  later  time  the 
use  of  the  general  revenues  when  this  is  indicated.  The  Council's 
proposal  does  not  only  undermine  the  Medicare  program,  but  adds 
$7-8  billion  now  to  the  government's  deficit  when  this  deficit  is  at 
an  all  time  high.  I  believe  this  proposal  is  the  more  fiscally  responsible 
one. 

SOCIAL  SECURITY  IN  THE  21ST  CENTURY 

Whether  or  not  there  are  financing  problems  for  social  security 
in  the  next  century  depends,  under  present  law,  not  only  on  the  future 
course  of  fertility  rates  but  on  what  happens  to  wage  and  price  in- 
creases over  the  next  75  years.  I  do  not  believe  it  is  wise  to  place  sub- 
stantial reliance  on  any  particular  set  of  assumptions  concerning  the 
movement  of  wages  and  prices.  The  assumptions  made  in  the  1974 
Report  of  the  Board  of  Trustees  of  an  average  increase  of  5  percent  in 
wages  and  an  average  increase  of  3  percent  in  consumers'  prices  produces 
one  level  of  deficit  in  the  funds  after  the  year  2000.  An  assumption  of 
a  5  percent  increase  in  wages  and  a  2  percent  increase  in  the  cost  of 
living,  on  the  other  hand,  would  eliminate  the  deficit  even  with  the 
fertility  assumptions  used  in  the  Trustees'  Report.  Higher  assump- 
tions, such  as  an  average  increase  of  6  percent  in  wages  and  4  percent 
for  the  cost  of  living,  as  assumed  in  a  recent  study  by  a  group  of  con- 
sultants to  the  Senate  Finance  Committee,  produces  still  larger  defi- 
cits than  those  shown  in  the  1974  Trustees'  Report.  Under  these 
assumptions,  retirement  benefits  at  award  would  have  increased 
under  present  law  by  the  year  2045  by  56  percent  more  than  the  in- 
crease in  earnings.  It  also  produces  unreasonably  high  increases  in 
wage  replacement  rates.  In  my  judgment,  such  benefit  results  would 
never  be  allowed  to  take  place  and  would  call  for  legislative  correction. 
Consequently,  I  consider  the  cost  results  of  such  assumptions  to  be 
highly  unreahstic. 

Fortunately,  the  Council's  recommendations  for  basing  benefit  com- 
putation on  a  system  of  wage  indexing  largely  removes  these  uncer- 
tainties, making  the  level  of  protection  more  certain  and  the  cost- 
estimating  job  more  reliable.  Pending  this  change  in  the  benefit 
system,  a  change  which  I  support,  I  see  no  need  to  provide,  on  the 
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basis  of  a  hig-hly  speculative  set  of  assumptions  concerning  the  move- 
ment of  wages  and  prices,  a  set  of  contribution  rates  in  the  next 
century  that  are  any  higher  than  those  required  to  support  the  program 
over  the  next  few  decades,  and  have  recommended  that  it  would  be 
more  reasonable  now  to  provide  specifically  for  contribution  income 
to  finance  the  present  program  over  such  a  period,  and  at  the  same 
time  to  restore  to  the  social  security  law  the  provision  for  general 
revenue  financing  that  was  contained  in  the  law  from  1944  to  1950. 

The  predicted  change  in  the  age  composition  of  the  population  does 
not  present  any  major  inc'rease  in  the  burden  of  supporting  non- 
workers.  The  ver}^  assumptions  that  lead  to  an  increasing  proportion 
of  older  people  to  those  of  working  age  leads  to  a  smaller  number  of 
children  per  person  of  working  age.  Taking  the  two  non-working  parts 
of  the  population  together — the  retired  aged  and  children — there  is 
little  change  in  the  ratio  of  dependents  to  workers.  Thus  the  resources 
now  required  for  the  upbringing  and  education  of  children  can  under 
these  population  assumptions  be  directed  toward  providing  for  older 
people,  at  least  in  part,  without  am'  increased  burden  on  current 
workers.  Under  such  circumstances  there  is  little  doubt  also  but  that 
labor  force  participation  of  older  people  would  increase.  Cost  sa\dngs 
to  social  security  would,  of  course,  result  from  such  increased  labor 
force  participation  by  older  people.  It  is  not  necessary  to  change  the 
legal  age  at  which  an  individual  becomes  eligible  for  benefits,  as 
discussed  in  the  Council.  With  greater  opportunity  for  employment, 
the  cost  savings  will  come  about  automatically.  The  proposal  to  change 
the  legal  age  of  entitlement  not  only  ^dolates  the  agreement  between 
the  social  security  payee  and  his  government,  but  penalizes  the  person 
who  chooses  to  retire  or  has  to  retire  because  of  health  or  emplojmient 
circumstances. 

It  is  also  possible  that  costs  in  the  next  century  measured  as  a  per- 
centage of  covered  pa^^roll  will  be  smaller  than  indicated  by  current 
estimates  because  of  greater  labor  force  participation  b}^  women.  With 
smaller  families  such  a  result  would  seem  to  be  quite  likety.  iSIost 
fundamental,  of  course,  is  the  long-range  trend  of  productivity  in- 
creases. Although  as  indicated  earlier,  th  long-range  actuarial  deficit 
of  the  system  is  .3%  of  payroll  with  an  assumption  of  5%  increases  in 
wages  and  .3%  increases  in  prices  and  a  6%  of  pa3-roll  deficit  on  a  long- 
range  assumption  of  a  6%  increase  in  wages  and  a  4%  increase  in 
prices,  an  assumption  of  a  5%  increase  in  wages  and  a  2%  increase  in 
prices  shows  the  present  program  to  be  fully  financed!  Thus,  whether 
or  not  there  really  is  a  long-range  financing  problem  for  social  security 
depends  on  a  highly  speculative  set  of  assumptions  about  fertilit}^ 
rates,  labor  force  participation  rates,  and  long-range  movement  of 
wages  and  prices  and  the  productivit}^  of  the  labor  force. 

CONCLUSION 

I  share  the  firm  conviction  contained  in  the  title  of  the  recently 
issued  ¥/hite  Paper,  endorsed  by  jive  former  HEW  Secretaries  and 
three  former  Social  Security  Commissioners,  "Social  Security:  A 
Sound  and  Durable  Institution  of  Great  Value,"  that  (1)  the  short- 
term  financial  problems  of  the  system  are  clearly  manageable  without 
radical  change,  and  (2)  that  any  long-range  problems  in  financing  can 
and  will  be  met  in  a  way  to  fully  redeem  the  promises  made  to  social 
security  contributors." 


APPENDIX  A  1 


Report  of  Subcommittee  ox  Finance  of  the  1974  Advisory 
Council  on  Social  Security.  February  3,  1975 

The  Subcominittee  on  Finance  was  charged  with  the  basic  responsi- 
bihty  of  reviewing  the  financial  condition  of  the  system  and  recom- 
mending changes  that  would  improve  it.  As  a  collateral  task,  it  also 
reviewed  all  of  the  proposals  made  to  the  Council  which  might  have  a 
financial  impact  on  the  system. 

In  its  work,  the  Subcommittee  received  advice  and  assistance  from 
five  independent  professionals,  consisting  of  three  actuaries  and  two 
economists,-  and  they  are  referred  to  in  this  report  as  the  ''Consult- 
ants." Certain  staff  members  of  the  Social  Securit}^  Administration 
were  also  very  helpful,  providing  a  wide  variety  of  technical  data  and 
numerous  projections  and  analyses. 

The  Social  Securit}^  S3^stem  consists  of  two  programs: 

1.  Old- Age,  Survivors,  and  Disabilit}'  Insurance,  known  as 
''OASDI"; 

2.  Hospital  and  Medical  Insurance,  known  as  ''Medicare." 
The  short  time  allowed  for  the  Council  to  complete  its  work  was  far 

too  limited  to  permit  the  Subcommittee  to  review  all  aspects  of  both 
programs.  In  this  report,  therefore,  we  have  concentrated  our  atten- 
tion very  hea^uiy  on  OASDI  because  it  has  certain  long-term  financial 
problems  of  a  complicated  nature.  Only  in  the  late  pages  of  the  report 
do  we  discuss  briefly  a  change  in  the  method  of  financing  the  ^ledicare 
program  which  has  been  proposed  bv  the  Council  and  which  could 
affect  the  OASDI  tax= 


1  See  statement  of  Mrs.  Norwood. 

2  Phillip  D.  Cagan,  National  Bureau  of  Economic  Research;  Martin  Feldstein,  Department  of  Economics, 
Harvard  University;  Robert  J.  Myers,  Professor  of  Actuarial  Science;  Temple  University;  Charles  L.  Trow- 
bridge, Senior  Vice  President  and  Chief  Actuary,  Bankers  Life  Company;  Howard  Young,  Consulting 
Actuary  and  presently  Special  Consultant  to  the  President  of  the  United  Auto  Workers. 
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I.  BASIC  CHARACTERISTICS  OF  OASDI  SYSTEM 


A.  General  Characteristics 

As  an  essential  prelude  to  our  analysis,  we  have  set  out  below  some 
of  the  system's  basic  characteristics. 

Discussions  of  OASDI  usually  focus  on  retirement  benefits,  and 
most  of  the  examples  in  this  report  are  drawn  from  that  aspect  of  the 
system.  It  must  always  be  remembered,  however,  that  there  are  also 
very  significant  benefits  available  to  those  who  become  disabled  and 
to  certain  dependents  of  both  disabled  and  deceased  workers. 

The  OASDI  system  employs  the  '^current  cost"  method  of  financ- 
ing. Under  this  type  of  plan,  no  fund  is  created  during  the  life  of  a 
worker  from  which  his  benefits  are  ultimately  paid.  Instead,  virtually 
all  of  the  Social  Security  taxes  he  pays  are  immediately  paid  out  by 
the  government  to  persons  who  are  already  beneficiaries.  When  he, 
himself,  retires,  his  benefits  will  be  paid  from  the  taxes  collected  at 
that  future  time  from  the  persons  who  are  then  working.  The  tax 
rate  is  therefore  set  so  as  to  provide  tax  receipts  that  approximate 
current  expenditures. 

While  such  a  system  would  be  questionable  for  a  private  pension 
plan,  it  is  perfectly  sound  for  OASDI,  because  the  government  has 
the  continuing  power  to  tax  future  workers  in  order  to  pay  benefits 
in  the  future  to  those  who  are  now  working.  In  essence,  the  plan 
transfers  money  from  one  generation  to  another,  with  the  amount 
taken  from  one  generation  being  measured  by  the  other  generation's 
benefit  requirements. 

A  system  of  this  kind  can  have  a  definite  impact  on  the  nation's 
rate  of  saving  and  capital  formation.  Oversimplifying  for  purposes 
of  illustration,  it  can  be  said  that,  if  there  were  no  OASDI,  individual 
earners  would  presumably  save  some  or  all  of  the  money  they  now 
pay  in  Social  Security  taxes  in  order  to  have  something  for  their 
retirement.  These  savings  would  be  invested  in  stocks,  bonds,  savings 
accounts,  and  other  forms.  Under  OASDI,  however,  the  taxes  paid 
by  workers  are  transferred  to  persons  who  are  primarily  consumers, 
not  savers,  and  capital  formation  will  usually  be  thereby  reduced. 
Since  the  tax  revenues  of  the  system  now  approximate  $65  billion  per 
year,  the  effect  can  be  material.  No  one  would  argue  from  this  that  the 
system  should  be  abolished,  but  the  phenomenon  must  be  understood 
and  needs  to  be  considered  when  increases  in  benefits  and  taxes  are 
contemplated.  The  Subcommittee  did  not  have  nearly  enough  time 
to  properly  investigate  such  a  complex  subject.  Because  of  the  wide- 
spread concern  over  the  sufficiency  of  capital  formation  in  this 
country,  the  Subcommittee  urges  that  Congress  authorize  a  definitive 
study  of  this  important  aspect  of  Social  Security.^ 

3  Some  authorities  have  recommended  that  the  system  be  substantially  funded,  arguing  that  the  much 
larger  payments  of  taxes  that  would  result  would  eventually  work  their  way  through  our  economic  system 
and  provide  needed  additional  capital  to  private  users.  Martin  Feldstein,  of  the  Harvard  Economics  De- 
partment, is  such  a  proponent. 
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In  the  present  system,  there  are  constant  changes  in  the  number  of 
workers,  beneficiaries,  wage  and  benefit  levels  and  other  factors.  This 
makes  it  very  difficult  to  express  the  cost  of  the  system  in  absolute 
dollars  in  any  meaningful  way.  The  cost  can  best  be  expressed  as  a 
percentage  of  total  ^'covered  earnings,"  meaning  earnings  subject  to 
the  OASDI  tax.  This  is  the  measure  of  cost  that  will  be  used  herein 
because  it  focuses  attention  on  the  size  of  the  burden  to  be  borne  by 
each  individual  taxpayer  and  employer.  As  an  example,  the  cost  of 
the  OASDI  system  in  1974  is  estimated  to  be  10.67  percent  of  covered 
earnings.  With  a  maximum  covered  wage  of  $13,200  per  person,  the 
total  covered  earnings  in  1974  were  approximately  $600  billion,  so 
the  absolute  cost  of  the  system  in  that  year  was  about  $64  billion.  In 
comparison,  the  tax  rate  is  currently  9.9  percent,  borne  4.95  percent 
by  the  employee  and  4.95  percent  by  his  employer.* 

While  the  tax  rate  is  uniform  for  all  workers,^  the  benefits  are  not. 
They  are  weighted  sharply  in  favor  of  the  lower  paid  individual.  Com- 
putation of  benefits  begins  with  a  determination  of  the  person's 
Average  Monthly  Earnings  (A.M.E.)  during  his  working  life.  To  this 
is  then  applied,  in  effect,  the  following  benefit  schedule: 

1 19.89  percent  of  first  $1 10.00  of  A.M.E. 
43.61  percent  of  next  $290.00  of  A.M.E. 
40.75  percent  of  next  $150.00  of  A.M.E. 
47.90  percent  of  next  $100.00  of  A.M.E. 
26.64  percent  of  next  $100.00  of  A.M.E. 
22.20  percent  of  next  $250.00  of  A.M.E. 
20.00  percent  of  next  $175.00  of  A.M.E. 

From  this  schedule  we  can  see  that  if  a  worker  had  Average  Monthly 
Earnings  of  only  $100.00,  he  would  receive  a  benefit  of  $119.89,  or 
almost  120  percent  of  his  A.M.E.  At  the  other  extreme,  a  worker  with 
an  A.M.E.  of  $1,175  would  receive  only  20  percent  in  benefits  on  his 
top  $175.00  in  earnings. 

This  type  of  benefits  schedule  represents  society's  attempt  to  provide 
a  higher  relative  benefit  for  the  low-paid  worker.  It  is  a  recognition  of 
''need"  as  a  criterion,  and  is,  therefore,  a  departure  from  the  strict 
idea  of  individual  equity.  Another  such  social  concept  is  found  in  the 
fact  that  a  married  worker  receives  certain  protection  for  his  depend- 
ents without  paying  any  more  tax  than  a  single  worker  who  receives 
no  such  protection. 

The  entire  Social  Security  program  is  necessarily  a  blend  of  social 
goals  and  individual  equity.  Maintaining  the  proper  blend  is  very 
important  if  we  are  to  sustain  the  workers'  support  of  the  plan.  To 
date,  most  workers  feel  responsible  for  the  system  because,  while 
aware  of  the  social  weighting  in  some  aspects  of  the  program,  they 
still  view  their  protection  as  being  reasonably  related  to  the  taxes 
they  pay.  This  attitude  is  important  to  the  success  of  Social  Security, 
and  should  be  weighed  when  considering  the  introduction  of  additional 
benefits  based  on  need  or  methods  of  financing  from  general  revenues. 


*  To  the  4.95  percent  for  0A.SDI  is  added  an  additional  tax  of  .90  percent  for  Medicare,  making  the  full 
Social  Security  tax  5.85  percent  for  both  the  employer  and  the  employee. 

5  All  employees  pay  4.95  percent.  Self-employed  persons  were  originally  supposed  to  pay  50  percent  more, 
or  7.425  percent,  but  their  rate  has  been  frozen  at  7  percent  since  1973. 
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B.  Automatic  Changes  in  Benefits 

In  the  40  years  since  the  OASDI  was  created,  Congress  has  voted 
several  raises  in  benefits.  Such  raises  were  usually  expressed  as  a 
fixed  percentage  of  the  benefit  schedule  above,  so  the  increase  in  costs 
was  limited  and  could  be  estimated  within  a  narrow  band.  When 
benefits  were  raised,  tax  rates  were  also  reviewed,  and  they  were 
modified  to  the  extent  necessary  to  provide  sufficient  additional 
revenues  to  meet  the  higher  benefit  requirements.  From  time  to  time 
Congress  has  also  raised  the  maximum  level  of  wages  subject  to  the 
tax. 

In  1972,  Congress  enacted  a  basic  change  in  the  law.  It  shifted 
from  the  ad  hoc  approach  and  provided  that  thereafter  benefits 
would  increase  automatically  in  accordance  with  changes  in  the  cost 
of  living,  without  any  action  by  Congress.  The  cost  of  living  is  to  be 
measured  by  the  Consumer's  Price  Index  (CPI).  The  first  such 
automatic  increase  it  now  scheduled  to  take  place  for  the  month  of 
Juue,  1975,  with  the  increase  in  benefits  to  be  payable  in  early  July, 
and  to  be  measured  by  the  increase  in  the  CPI  between  the  second 
quarter  of  1974  and  the  first  quarter  of  1975. 

In  adopting  the  '^automatic"  approach,  Congress  was  aware  that, 
over  any  reasonable  period  of  time,  wage  increases  can  be  expected 
to  be  greater  than  increases  in  the  CPI,  although  for  short  periods  of 
time  the  opposite  may  be  true.  Higher  wages  will  provide  more 
Social  Security  taxes  without  any  increase  in  the  tax  rate,  and  Con- 
gress is  generally  relying  on  this  factor  to  provide  the  additional 
revenues  necessary  to  balance  the  higher  benefit  costs. 

Adoption  of  this  automatic  method,  however,  made  the  actuarial 
analysis  of  the  system  considerably  more  complex,  because  it  made  the 
cost  of  the  S3^stem  very  sensitive  to  the  relationship  of  changes  in 
prices  and  in  wages.  In  determining  the  soundness  of  the  s^^stem, 
therefore,  it  is  now  necessary  to  estimate  the  movements  of  prices 
and  wages  for  the  next  75  years.  This  is  obviously  a  difficult  thing  to 
do,  and  it  has  not  been  made  any  easier  by  the  sudden  appearance  of 
inflation  rates  that  are  far  be3^ond  any  recent  experience. 

Further  complicating  the  forecasting  problem  has  been  the  decline 
in  the  birth  rate  and  the  development  of  several  factors  that  should 
tend  to  hold  it  at  a  relatively  low  rate  in  the  future.  The  cost  of  the 
OASDI  system  has  always  been  influenced  by  demogTaphic  factors, 
but  the  recent  changes  in  the  actual  and  estimated  fertility  rates  are  of 
much  greater  magnitude  than  those  of  the  past,  and  those  changes 
have  produced  the  most  material  effect  on  the  actuarial  soundness  of 
the  plan,  as  discussed  below. 

II.  TRUSTEES'  REPORT  OF  1974 

In  early  1974,  the  trustees  of  the  OASDI  system  caused  their 
regular  actuarial  review  of  the  system  to  be  made,  and  they  issued  a 
report  to  the  Congress  on  June  3,  1974.  We  will  summarize  that  report 
and  then  test  the  reasonableness  of  the  factors  upon  which  it  is  based. 

The  trustees'  report  analyzes  the  cost  of  the  OASDI  system  over 
the  75-year  period  beginning  with  1974  and  ending  with  2048.  This 
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length  of  time  is  required  in  order  for  the  demographic  factors  to  be 
fully  reflected  in  the  costs.  Like  most  persons,  the  trustees  did  not 
fully  anticipate  the  inflationary  forces  in  1974  but  this,  in  itself,  does 
not  invalidate  their  long-term  conclusions. 

A.  Major  Assumptions  and  Resulting  Deficit 

The  trustees  founded  their  conclusions  on  four  major  assumptions: 

(1)  Wage  increases  will  fall  gradually  from  Sji  percent  in  1975 
to  5%  percent  in  1978  and  will  average  5  percent  for  the  rest  of  the 
75-year  period.  (See  Exhibit  I) 

(2)  The  rise  in  the  CPI  will  fall  gradually  from  9.1  percent  in 
1974  to  3  percent  in  1978  and  will  average  3  percent  for  the  rest 
of  the  75-year  period.  (See  Exhibit  I) 

(3)  The  increase  in  real  wages  will  fluctuate  until  1978  and  will 
thereafter  average  2  percent  for  the  rest  of  the  75-year  period. 
(See  Exhibit  I)  Real  wages  are  wages  adjusted  for  changes  in  the 
CPI.  This  factor  actually  expresses  the  relationship  between  the 

I  r  -  first  two  assumptions,  but  it  is  set  out  separately  because  of  its 
importance,  the  cost  of  the  system  being  very  sensitive  to  this 
relationship. 

1  (4)  The  ''total  fertility  rate"  is  the  average  number  of  babies 

ic>  ^  '■  born  per  woman  during  her  lifetime.  This  rate  now  stands  at 
about  1.9,  which  is  below  the  replacement  rate.  The  trustees  have 
estimated  that  this  will  rise  to  2.1  by  about  1985  and  will  remain 
there  for  the  rest  of  the  period.  (See  Exhibit  II)  At  a  rate  of  2.1 
the  population  will  reach  320  million  around  the  year  2045,  at 
which  time  it  will  be  growing  at  only  450,000  per  year,  mostly 
from  immigration. 
Based  upon  these  assumptions,  the  trustees  have  computed  the  cost 
of  the  system  as  set  out  in  Table  A,  below.  For  comparison,  the  tax 
rate  presently  authorized  by  law  has  also  been  provided : 

[In  percent] 


Cost,  as  a  percent    Combined  tax  rate 


of  total  taxable  of  employer  and 
payroll  required       employee  under 

Calendar  year  to  meet  benefits  present  law 


1974     10.67  9.9 

1985    10.44  9.9 

1990   -      11.03  9.9 

1995     11.25  9.9 

2000       11.31  9.9 

2005       11.69  9.9 

2010       12.69  (2011)  11.9 

201b    14.14  11.9 

2020     15.71  11.9 

2025         16.97  11.9 

2030         17.60  11.9 

2035       17.68  11.9 

2040     17.68  11.9 

2045      17.86  11.9 


Average        1  13.89  2  10.91 


1  Cost. 

2  Tax. 

The  difference  between  the  costs  and  the  tax  rates  above  represents 
an  actuarial  deficit  which  averages  2.98  percent  over  the  75-year 
period. 
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B.  Shape  of  Deficit  and  Cause 

It  is  clear  from  the  above  that  the  deficit,  while  averaging  2.98 
percent,  does  not  occur  evenly  at  that  figure  over  the  period.  This  is 
a  vital  factor  in  determining  future  tax  rates,  and  it  is  even  more 
evident  in  the  graphic  portrayal  below. 

PROJECTED  OASDI  CURRENT-COST  AND  TAX  RATE  IN  PRESENT  LAW,  1975-2045 
Both  rata*  exprecied  at  a  %  of  covered  earning* 

^rcent  Rat* 


1970  1980  1990  2000  2010  2020  2030  2040  2050 


The  spread  between  the  cost  line  and  the  tax  line  represents  the 
deficit.  From  the  graph  we  can  see  that  if  the  trustees  had  made  only 
a  25-year  review,  they  would  have  reported  a  considerably  smaller 
deficit,  because  most  of  it  occurs  in  the  later  years.  This  "shape"  of 
the  deficit  has  a  strong  influence  on  the  methods  eventually  proposed 
for  correcting  the  shortfall. 

While  there  are  several  reasons  for  this  shape  of  the  deficit,  the 
most  important  one  is  demographic.  Relatively  few  people  were 
born  during  the  great  depression  of  the  30's.  After  the  war,  the  total 
fertility  rate  rose  sharply  to  a  peak  of  3.77  in  1957  and  produced  the 
war  baby  boom.  Thereafter  it  began  to  decline  and  it  has  recently 
reached  the  very  low  rate  of  1.9  which  is  below  the  population  re- 
placement rate.  The  trustees  have  estimated  that  this  rate  will 
gradually  rise  to  2.1,  which  is  the  rate  at  which  the  population  will 
eventuaUv  stabilize  itself,  and  will  remain  there  indefinitely.  (See 
Exhibit  III) 

It  is  this  historic  birth  rate  pattern  that  largely  shapes  the  deficit. 
The  working  population  has  been  growing  rapidly  as  the  '  Var  babies" 
have  entered  the  work  force,  and  this  will  continue  for  some  years. 
This  means  that  there  is  a  relatively  large  number  of  people  who  will 
be  paying  the  benefits  of  a  relatively  small  number  of  people,  and  for 
this  reason  the  cost  will  not  rise  materially,  even  with  automatic 
increases  in  benefits.  After  all  of  the  war  babies  have  entered  the  work 
force,  costs  will  still  rise  slowly  for  a  short  period  during  which  the 
relatively  small  number  of  depression  babies  start  to  draw  retirement 
benefits. 

Starting  about  2005,  however,  the  process  reverses  itself.  Then  the 
war  babies  begin  to  draw  Social  Security  benefits  in  ever  larger  num- 
bers, while  the  work  force  is  not  increasing  at  a  commensurate  rate 
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because  of  the  low  fertility  rate  now  existing  and  forecasted  for  the 
future. 

These  demographic  changes  are  reflected  in  two  important  statistics : 

1.  Today  there  are  30  beneficiaries  for  every  100  workers.^ 

2.  In  the  year  2030  it  is  estimated  that  there  will  be  45  bene- 
ficiaries for  each  100  workers. 

This  situation  is  more  easily  grasped  with  another  graph: 

PROJECTED  OASDI  BENEFICIARIES  PER  HUNDRED  COVERED  WORKERS.  1975-2045 

501  '  

BeneflclarieB 
per  Hundred 


1975  19B0  1990  2000  2010  2020  2030  2040  2050 


It  is  possible,  of  course,  that  greater  immigration  or  increased 
participation  by  women  in  the  work  force  may  ameliorate  the  prob- 
lems. If  not,  this  graph  strongly  suggests  that  around  the  year  2005, 
pressures  may  well  develop  to  increase  the  retirement  age  beyond  65. 
This  would  modify  the  ratio  between  workers  and  beneficiaries  and 
reduce  the  high  tax  burden  that  will  otherwise  occur.  Today,  of 
course,  the  general  demand  is  to  reduce  the  retirement  age,  not 
increase  it,  because  the  work  force  is  expanding.  By  2005,  however, 
this  factor  will  have  been  reversed  under  present  assumptions. 

Obviously  the  demographic  projection  has  an  almost  overwhelming 
effect  on  the  costs  of  the  system.  This  can  be  seen  in  the  table  below 
where  the  2.98  percent  deficit  has  been  broken  down  into  its 
components : 

Table  B 

Percent 

of 
taxable 
payroll 


Actuarial  balance  of  OASDI  estimated  in  late  1973   — .  51 

Effect  of  subsequent  changes  in: 

Population  assumptions  —  1.  87 

Economic  assumptions     — .  19 

Disability  rates   —.21 

All  other  assumptions   — .  20 


Total  -2.  47 

New  actuarial  balance  —  2.  98 


The  change  in  population  assumptions  accounts  for  63  percent  of 
the  total  deficit  and  76  percent  of  the  increase  in  the  deficit  since  the 
last  actuarial  review. 


^  It  is  interesting  to  note  that  in  1950  there  were  only  6  beneficiaries  for  every  100  workers. 
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III.  TESTING  TRUSTEES'  CONCLUSIONS 

An  actuarial  deficit  of  2.98  percent  presents  a  serious  problem  to 
to  the  system.  Before  attempting  to  deal  with  it,  however,  we  should 
first  test  its  validity. 

The  trustees'  conclusion  as  to  the  deficit  depends  upon  the  reason- 
ableness of  their  four  basic  assumptions : 

(1)  Wages  will  increase  at  an  average  rate  of  5  percent. 

(2)  The  CPI  will  increase  at  an  average  rate  of  3  percent. 

(3)  Real  wages  will  increase  at  an  average  rate  of  2  percent. 

(4)  Fertility  rate  wih  rise  from  1.9  to  2.1  by  1985  and  remain 
there. 

The  Subcommittee  has  reviewed  the  more  important  data  upon 
which  these  assumptions  have  been  based  and  has  presented  its 
views  below. 

A.  Economic  AssrMPTiONS 

Wage  increase  data  since  1950  is  set  out  in  Exhibit  W.  There  the 
compounded  rates  of  increase  in  covered  wages  are  shown  for  each 
year  dowTi  to  1973.  From  the  Exhibit  we  can  see  that  average  covered 
w-ages  rose  at  a  compounded  rate  of  4.76  percent  from  1950  to  1973. 
For  each  of  the  years  1961  through  1964,  the  compounded  rate  of 
growth  to  1973  exceeded  5  percent,  and  for  every  year  since  1965, 
the  compounded  rate  is  above  6  percent. 

Price  increases  since  1950  are  set  out  in  Exhibit  V,  which  presents 
the  compounded  rate  of  increase  for  each  year  down  through  1973. 
Here  we  can  see  that  from  1950  to  1973,  the  CPI  rose  at  a  compounded 
annual  rate  of  2.70  percent.  For  each  of  the  years  1959  through  1963, 
the  compounded  rate  of  growth  to  1973  exceeded  3  percent,  and  the 
compounded  rate  for  1964  and  everv^  year  thereafter  exceeds  4  percent. 
In  the  year  1973  the  CPI  rose  6.23  percent  and  for  the  year  1974  we 
have  witnessed  our  first  double-digit  rise  in  the  CPI  in  recent  history. 
We  are  concerned,  of  course,  with  the  average  OA^er  a  75-year  period, 
and  deviations  from  that  average,  even  the  extremes  we  are  witnessing, 
do  not  invalidate  the  forecast. 

There  is  another  factor,  how^ever,  which  is  presently  unknown,  but 
which  is  very  important  to  the  forecast.  That  is  the  rate  of  unemploy- 
ment which  the  nation  is  willing  to  accept.  We  know  that  when  that 
level  of  unemployment  is  exceeded,  the  economic  pump  will  be  primed 
in  ways  which  are  inflationary. 

Very  recently,  the  public  and  Congress  have  demonstrated  that  they 
will  accept  strongly  inflationary  measures  in  an  attempt  to  correct  an 
unacceptable  level  of  unemployment,  at  a  time  when  the  inflation  rate 
is  at,  or  close  to,  double  digit-figures.  Without  attempting  to  judge  such  a 
decision,  it  does  indicate  a  strong  bias  toward  inflation,  vis-a-\is  some 
levels  of  unemployment.  This  cannot  be  encouraging  when  attempting 
to  support  an  estimated  3  percent  level  of  inflation  for  the  long-term 
future. 

Real  Wages — Even  more  important  than  the  individual  rates  for 
wages  and  prices,  is  the  relationship  between  the  two.  This  relationship 
is  usually  referred  to  as  the  increase  in  real  wages,  and  it  is  significant 
because  the  cost  of  the  system  is  very  sensitive  to  this  factor.  If,  for 
example,  wages  rise  by  6  percent  and  prices  at  3  percent,  real  wages 
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will  increase  by  about  3  percent  and  the  cost  of  the  system  over  75 
3^ears  will  average  10.86  percent  of  covered  wages.  If,  however,  wages 
rise  only  5  percent  and  prices  go  up  by  4  percent,  real  wages  will  rise 
by  about  1  percent  and  the  cost  of  the  system  nearly  doubles  to  20.59 
percent  of  covered  wages. 

Exhibit  VI  presents  the  data  on  real  wage  increases,  and  from  IV,  V, 
and  VI  we  have  extracted  the  following : 


TABLE  C.  ANNUAL  COMPOUNDED  RATE  OF  INCREASE 
[In  percent! 


CPI 

Wages 

Real  wage 

1350  to  1973   

    2.70 

4.  76 

2.  00 

1958  to  1973   .._  

   2.91 

4.  86 

1.90 

1963  to  1973  

  3. 79 

5.  58 

1.72 

1968  to  1973  

    5.02 

6.22 

1. 14 

In  recent  3^ears  the  rate  of  increase  in  real  wages  has  obviously  been 
dropping.  While  some  part  of  the  drop  may  be  due  to  the  normal 
operation  of  the  business  cycle,  it  is  doubtful  that  it  can  all  be  so 
explained.  Any  long-term  increase  in  real  wages  is  largely  a  function  of 
increased  productivity,  and  there  are  several  developments  which 
may  have  alread}'  contributed  to  the  decline  of  productivity  and  which 
maA^  continue  to  slow  its  growth  in  the  future: 

1.  Continuing  shift  from  a  manufacturing  economy  to  a  service 
economy,  with  correspondingly  reduced  opportunities  to  in- 
crease productivity  by  the  use  of  machines. 

2.  Necessity  for  large  capital  expenditures  for  pollution  control 
equipment.  While  these  provide  a  social  benefit,  they  also 
increase  the  cost  of  goods. 

3.  An  increase  in  the  cost  of  foreign-source  raw  materials, 
such  as  oil,  without  an}^  domestic  offsets. 

4.  Changes  in  workers'  goals  and  motivations — ^increased 
productivit}^  subordinated  to  ''job  enrichment." 

From  the  information  above,  the  Subcommittee  has  concluded 
that  there  is  evidence  upon  which  the  trustees  could  reasonably  base 
their  three  economic  assumptions.  The  Subcommittee  has  also 
concluded  that  reasonable  men  might  well  argue  from  the  same  data 
and  reach  less  optimistic  projections,  particularly  with  regard  to  the 
estimated  2  percent  growth  in  real  wages.  One  of  the  Consultants,  in 
fact,  is  convinced  that  the  growth  in  real  wages  mil  more  likely  be 
between  1  percent  and  !}{>  percent.  If  the  rate  should  be  lower  than 
2  percent,  the  forecasted  deficit  of  2.98  percent  would  be  greater.^ 

It  should  be  emphasized  that  the  s^^stem  is  also  quite  sensitive  to 
inflation,  alone.  Even  if  the  2  percent  increase  in  real  wages  is  attained, 
double  digit  inflation  can  still  be  catastrophic.  For  example,  if  we  suf- 
fered 10  percent  inflation  over  the  75-year  period  and  wages  rose  at 
12  percent,  the  average  cost  of  the  system  would  exceed  24  percent  and 


7  As  this  is  being  written  the  Social  Security  stafi  is  well  along  in  its  work  on  the  1975  trustees'  report. 
It  is  already  quite  clear  that  the  assumptions  as  to  wage  and  price  increases  in  that  study  will  be  higher  than 
the  5  percent  and  3  percent  used  in  the  1974  study.  These  and  other  possible  changes  will  almost  certainly 
increase  the  long-term  deficit  that  the  trustees  ultimately  report.  In  addition,  the  Senate  Finance  Committee 
employed  a  panel  of  outside  consultants  to  review  the  financing  of  Social  Security,  and  in  February,  1975, 
they  concluded  that  the  CPI  would  grow  at  4  percent  and  wages  at  6  percent.  These  factors  were  combined 
with  less  optimistic  demographic  assumptions  to  produce  ai}  average  long-term  deficit  of  6  percent. 
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the  actual  cost  in  the  year  2040  would  be  almost  40  percent.  Figures 
beyond  10  percent  inflation  are  proportionately  worse,  making  it  clear 
that  double  digit  inflation  can  destroy  the  system  if  it  continues  for 
any  prolonged  period.  Even  a  relatively  modest  change  to  7  percent  for 
wages  and  5  percent  for  the  CPI  would  more  than  double  the  deficit 
forecast  by  the  trustees. 

B.  Fertility  Rates 

Fertility  rates  are  the  most  important  factor  in  the  trustees'  deter- 
mination of  future  costs  of  the  system,  with  changes  in  such  rates  ac- 
counting for  some  two-thirds  of  the  prospective  long-term  deficit.  (See 
page  98.)  The  trustees  have  assumed  a  gradual  increase  in  the  fertility 
rate  from  the  present  very  low  rate  of  1.9  to  2.1  by  1985  and  stabilizing 
at  that  rate  thereafter.  In  Exhibit  III  there  are  shown  the  total  ferti- 
lity rates  from  1940  to  1973,  and  it  can  be  seen  that  such  rates  are 
nearly  all  above  2.1. 

Fertility  rates  are  obviously  difficult  to  forecast  with  confidence 
because  social,  psychological,  religious  and  other  intangible  factors 
can  be  involved.  Not  all  of  the  demographic  aspects,  however,  depend 
on  forecasts.  The  persons  who  will  draw  retirement  benefits  between 
the  years  2005  and  2035  are  already  born.  We  already  know  that  the 
number  of  beneficiaries  in  that  period  will  be  relatively  large  and  that 
total  benefits,  therefore,  will  be  relatively  high.  What  we  do  not  know 
is  how  many  people  will  be  working  in  those  years  and  paying  the 
taxes  to  support  those  benefits.  If  the  fertility  rate  does  hold  at  2.1,  as 
the  trustees  assume,  the  number  of  workers  will  be  relatively  smaU  and 
the  tax  rate  will  be  high. 

It  must  be  remembered  that  the  average  person  cannot  be  expected 
to  pay  Social  Security  taxes  until  some  18  to  20  years  after  he  is  born. 
This  means  that,  in  a  certain  sense,  time  is  already  starting  to  run  out. 
The  fertility  rate  will  have  to  start  moving  well  above  the  projected 
rates  v/ithin  the  next  15  years,  and  remain  at  a  relatively  high  level 
for  three  decades,  in  order  to  produce  any  meaningful  reduction  in  the 
high  taxes  that  will  otherwise  be  payable.  Working  against  this  possi- 
bility are  several  developments  of  recent  years  that  provide  strong 
reasons  for  believing  that  the  rate  will  not  move  above  2.1  in  the  fore- 
seeable future: 

1.  Important  advances  in  the  technology  of  controlling  con- 
ception and  the  wider  use  of  abortion. 

2.  Widespread  realization  that  the  resources  of  the  world  are 
finite  and  that  the  population,  therefore,  must  be  stabilized. 

3.  Concern  for  overcrowding  and  its  impact  on  the  quality  of 
life. 

4.  Changes  in  life  style,  with  many  more  married  women  who 
work. 

Your  Subcommittee  believes  that  these  factors  and  the  statistical 
data  provide  reasonable  support  for  the  fertility  rate  assumptions 
made  by  the  trustees.  The  possibility  of  error  is  always  present,  but 
there  is  no  reason  to  believe  that  the  assumptions  have  been  bent 
toward  the  gloomy  side,  and  two  of  the  Consultants  believe  they  may 
be  too  optimistic. 
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C.  Summary  of  Analysis 

In  summary,  the  Subcommittee  finds  that  there  is  evidence  from 
which  the  trustees  could  reasonably  have  determined  in  1974  that 
there  is  an  estimated  long-term  actuarial  deficit  of  2.98  percent  in 
the  OASDI  plan.  It  is  recognized  that  such  deficit  is  necessarily  based 
on  forecasts  of  factors  that  cannot  be  predicted  with  any  certainty. 
There  is  no  evidence,  however,  that  the  trustees  were  pessimistic  in 
their  conclusions,  and,  with  the  benefit  of  some  hindsight,  the  Sub- 
committee believes  that  the  actual  deficit  is  more  likely  to  be  higher 
than  lower.  In  fact,  the  sharp  rise  in  the  CPI  that  has  already  occurred, 
will  automatically  result  in  an  increase  in  the  deficit,  as  discussed  later 
herein.  (Also  see  footnote  on  page  100.) 

The  Consultants  generally  concur  in  the  above  broad  conclusions. 
The}^  also  recognize  the  extreme  difficult^^  of  forecasting  the  controlling 
factors  over  a  75-year  period.  While  not  unanimous  in  their  opinions 
on  individual  factors,  they  have  found  the  trustees'  estimated  deficit 
to  be  "q,  reasonable  indicator  of  future  experience." 

Both  the  Subcommittee  and  the  Consultants  agree  that  it  is  not 
enough  to  merely  state  that  the  average  deficit  is  2.98  percent.  The 
shape  of  the  deficit  curve  over  time  is  very  important.  (See  graph  on 
page  97.)  There  is  relatively  little  deficit  predicted  for  the  first 
three  decades — nothing  like  2.98  percent.  The  larger  shortfalls, 
approaching  6  percent,  occur  thereafter,  when  forecast  errors  are 
more  likely.  This  must  influence  the  kind  of  steps  that  are  taken  to 
correct  the  deficit. 

IV.  SIZE  OF  THE  OASDI  TRUST  FUND 

There  is  a  collateral  question,  related  to  the  deficit  problem,  and 
that  is:  ''At  what  size  should  the  OASDI  trust  fund  be  maintained?" 

As  stated  at  the  outset,  the  program  is  not  ''funded,"  in  the  sense 
of  expecting  the  fund  to  provide  all  or  a  substantial  part  of  future 
benefits.  The  fund  is  intended  to  operate  only  as  a  sort  of  surge  tank, 
receiving  all  income,  disbursing  all  outgo  and  leveling  out  the  varia- 
tions between  the  two.  It  is  designed  to  cope  with  the  fact  that  there 
are  seasonal  variations  in  income,  as  compared  to  a  fairly  evenly 
rising  expenditures  level.  The  fund  is  also  intended  to  assure  payments 
in  the  case  of  economic  recession  or  periods  of  relatively  high  unem- 
ployment when  tax  collections  might  be  temporarily  diminished. 

The  present  fund  approximates  $50  billion,  or  about  67  percent  of 
one  year's  expenditures.  Since  the  expenditures  increase  every  year, 
the  fund  must  also  increase,  in  absolute  terms,  if  it  is  to  maintain  the 
same  ratio  to  expenditures.  Based  on  the  trustees'  assumption,  by 
1978  the  fund  will  be  equal  to  only  about  48  percent  of  one  year's 
expenditures.  As  discussed  later,  herein,  subsequent  events  now 
indicate  that  it  will  have  fallen  below  35  percent.  It  is  possible  that 
even  this  figure  may  be  adequate  for  the  fund's  purpose,  but  it  is  not 
considered  sound  by  the  Subcommittee  to  permit  it  to  deteriorate  to 
that  level.  At  the  very  least,  such  a  decline  in  the  ratio  would  probably 
cause  real  concern  among  workers  and  beneficiaries. 

The  1971  Council  recommended  that  the  fund  be  maintained  at  a 
level  of  about  one  year's  benefits,  being  free  to  fluctuate  between 
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.75  and  1.25  thereof.  Such  a  fund  would  certainly  be  adequate,  but 
it  is  clearly  an  arbitrary  range. 

In  comparison  to  the  deficit  problem,  the  size  of  the  fund  is  not  of 
great  importance  so  long  as  it  does  not  fall  too  low.  Your  Subcom- 
mittee, therefore,  does  not  believe  that  a  separate  change  shouM  be 
made  now  just  in  order  to  raise  the  fund  quickly  to  some  percentage. 
Instead,  in  our  proposals  for  coping  with  the  deficit,  we  have  built  in 
a  very  small  element  that  will  stabilize  the  fund  at  about  55  percent  of 
one  year's  outgo  until  1980  and  will  thereafter  raise  it  very  gradually 
to  100  percent. 

V.  DEFICIT  INCREASE  DUE  TO  BENEFIT  INCREASE  FOR 

JUNE,  1975 

Our  primary  problem  is  covering  the  deficit,  but  the  2.98  percent, 
forecasted  by  the  trustees,  is  not  the  full  amount.  There  are  other 
factors  which  add  to  and  subtract  from  that  deficit,  and  which  must 
be  included  in  any  proposed  solution.  One  of  these  factors  is  the  effect 
of  the  unexpectedly  high  benefit  increase  for  June  of  1975. 

Under  the  present  law,  benefits  are  scheduled  to  rise  automatically 
with  the  CPI.  The  first  such  automatic  increase  will  occur  for  the 
month  of  June,  1975,  and  will  be  measured  by  the  rise  in  the  CPI 
between  the  second  quarter  of  1974  and  the  first  quarter  of  1975.  The 
trustees  originally  estimated  in  early  1974  that  such  increase  would  be 
4.4  percent.  It  is  now  estimated  that  the  increase  will  be  8.5  percent, 
and  this,  in  turn,  will  cause  an  increase  of  .5  percent  of  covered  wages 
in  the  estimated  long-term  deficit. 

It  is  important  to  note  that  this  increase  in  the  deficit  has  an 
immediate  impact  on  the  cost  of  the  plan.  It  is  not  deferred  like  so 
much  of  the  2.98  percent  deficit  computed  by  the  trustees.  Provision 
for  this  portion  of  the  deficit  cannot  be  long  delayed. 

VI.  CORRECTIVE  PROPOSALS 

The  Subcommittee  believes  that  certain  basic  changes  are  needed 
in  the  system.  In  addition,  the  Council  has  voted  to  recommend 
certain  changes  in  the  benefit  structure.  Since  all  of  these  modifica- 
tions affect  the  amount  of  the  deficit,  they  must  be  discussed  first, 
before  coming  to  grips  with  the  problem  of  covering  the  deficit,  itself. 

A.  Revised  Benefit  Formula  to  Stabilize  Replacement  Ratios 

A  ''replacement  ratio"  is  the  relationship  between  a  worker's 
monthly  benefit  and  the  monthly  wage  he  earned  just  before  he  re-  ; 
tired,  died,  or  was  disabled.  Thus,  if  a  worker  earned  $600  per  month 
just  before  retirement  and  received  a  monthl}^  benefit  of  $300,  he 
would  have  a  replacement  ratio  of  50  percent.  Replacement  ratios 
are  a  very  important  criterion  of  the  effectiveness  of  an  earnings 
replacement  system,  and  they  should  be  stable  over  long  periods  of 
time,  even  though  absolute  benefit  levels  will  naturally  continue  to 
rise  with  wages  and  prices. 

At  present  the  OASDI  system  contains  a  flaw  which  was  probabl}^ 
never  intended  and  which  can  cause  replacement  ratios  to  fluctuate 
widely,  both  up  or  down,  depending  on  future  movements  of  wages 
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and  prices.  The  Subcommittee's  first,  and  most  important,  proposal 
is  to  redesign  the  benefit  computation  system  in  such  a  way  as  to 
ehminate  the  flaw  and  thereby  stabiUze  replacement  ratios. 

It  is  strongly  emphasized  that  the  proposal  is  not  designed  to  reduce 
benefits.  Some  writers  have  mistakenly  publicized  it  as  such,  because 
they  failed  to  understand  that  the  present  flawed  system  can  also 
produce  lower  benefits  than  the  corrected  system,  depending  on  the 
future  movements  of  wages  and  prices. 

To  understand  the  flaw  and  its  correction  requires  a  rather  lengthy 
explanation,  beginning  with  the  manner  in  which  benefits  are  now 
determined. 

1.   PRESENT  SYSTEM 

Today  the  starting  point  in  computing  the  benefit  of  an  individual 
is  the  determination  of  his  or  her  Average  Monthly  Earnings,  usually 
referred  to  as  the  A.M.E.^  The  process  begins  with  his  actual  taxable 
earnings  for  every  year  after  1950,  down  to  and  including  the  year 
before  the  year  in  which  retirement  occurs.  Assuming  that  he  retires 
in  1974  at  age  65,  he  would  have  23  years  of  coverage.  From  these 
23  years,  the  highest  18^  are  then  selected  and  added  together  to 
determine  the  total  actual  earnings.  This  figure  is  then  divided  by  18 
and  the  quotient  is  further  divided  b}^  12  to  obtain  the  A.M.E. 

The  monthly  benefit  is  then  determined,  in  effect,  by  applying  the 
benefit  schedule  to  the  A.M.E.  This  benefit  schedule,  as  stated 
earlier,  is  weighted  in  favor  of  the  lower  paid  beneficiaries,  as  follows : 

Present  Benefit  Schedule 

119.89  percent  of  first  $110.00  of  A.M.E. 
43.61  percent  of  next  $290.00  of  A.M.E. 
40.75  percent  of  next  $150.00  of  A.M.E. 
47.90  percent  of  next  $100.00  of  A.M.E. 
26.64  percent  of  next  $100.00  of  A.M.E. 
22.20  percent  of  next  $250.00  of  A.M.E. 
20.00  percent  of  next  $175.00  of  A.M.E. 

With  this  kind  of  formula,  the  ratio  of  the  benefit  to  the  A.M.E. 
will  depend  upon  the  level  of  earnings,  with  the  low  paid  beneficiary 
receiving  a  substantially  higher  benefit  ratio  than  the  high  paid 
beneficiary.  This  also  means  that  the  replacement  ratio  of  the  lower 
paid  worker  will  exceed  that  of  the  higher  paid.  Here  are  three  repre- 
sentative examples: 

Table  E 

Replacement 
ratio  {retirement 
at  age  65  in  1975) 

Worker  with  1974  earnings  of  $3,200  lo.  611 

Worker  with  1974  earnings  of  $7,681   .  426 

Worker  with  1974  earnings  of  $13,200   .  294 

The  low  paid  worker  above  receives  a  benefit  that  is  61  percent  of  his 
earnings  jus^t  before  retirement,  while  the  high  paid  worker  receives 


8  Formerly  referred  to  as  Average  Monthly  Wage  (A.M.W.)  but  changed  to  A.M.E.  so  as  to  include  earn- 
ings of  the  self-employed. 

8  The  number  of  years  included  in  the  computation  will  be  19  for  men  attaining  age  65  between  1975  and 
1978,  and  will  rise  by  one  year  for  each  year  thereafter  starting  in  1979,  until  the  maximum  divisor  of  35  years 
is  attained  in  1994.  At  present,  the  system  for  women  is  slightly  different,  but  follows  the  same  principle. 

10  If  the  workers  in  the  above  example  had  wives  who  were  65  or  over,  the  replacement  ratios  would  each 
be  50  percent  higher,  or  .917  in  the  case  of  the  low-paid  worker. 
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only  about  29  percent  to  34  percent.  In  absolute  dollars,  of  course,  the 
higher  paid  worker  still  receives  a  larger  benefit. 

While  not  significant  in  the  problem  being  discussed,  it  should  be 
pointed  out  that  the  above  replacement  ratios  are  understated  by  the 
effect  of  income  taxes,  especially  in  the  median  and  maximum  wage 
levels.  Social  Security  benefits  are  not  subject  to  income  taxes,  but 
the  wages  before  retirement  are.  Therefore,  to  compute  a  more 
accurate  replacement  ratio,  one  should  reduce  the  wages  before 
retirement  by  the  related  income  taxes,  and  this  amount  should  then 
be  compared  to  the  untaxed  benefit.  The  same  type  of  understatement 
occurs  in  all  three  wage  levels  to  the  extent  that  there  are  work-related 
expenses  which  are  eliminated  after  retirement. 

2.   INSTABILITY  OF  REPLACEMENT  RATIOS 

Our  major  concern  here,  however,  is  that  the  replacement  rates, 
however  computed,  are  not  constant.  Under  the  present  system 
they  tend  to  move  over  time  with  changes  in  the  wage  and  price 
levels.  To  illustrate  this  point,  we  have  set  out  below  the  same  three 
examples  shown  in  Table  E,  but  now  we  have  projected  those  replace- 
ment ratios  into  the  future  under  the  assumptions  employed  by  the 
trustees  of  5  percent  wage  increases  and  3  percent  CPI  increases. 

TABLE  F 


Replacement  ratios  of  3  workers  assuming  annual 
increases  of  5  percent  in  wages  and  3  percent  in  CPI 


Low  Median  Maximum 

earnings  earnings  earnings 


Year  of  attaining  age  65: 

1975       O.Sn  0.426  0.294 

1985....      .608  .452  .333 

2000      .657  .456  .337 

2025  -       .799  .495  .364 

2050       .855  .519  .379 

This  illustrates  the  basic  instability  of  the  replacement  ratios,  using 
the  trustees'  assumptions.  If  we  modify  those  assumptions  we  can 
demonstrate  that  the  potential  instability  is  much  worse.  In  the  table 
below  we  have  used  the  same  5  percent  wage  increases  but  we  have 
changed  the  price  assumptions  and  produced  drastic  swings  in  the 
replacement  ratios : 

TABLE  G 


Replacement  ratios  if  wages  grow  at  5  percent  and  CPI  at  various  rates 
Low  earnings  Median  earnings  Maximum  earnings 


CPI  up  4  CPI  up  2  CPI  up  4  CPI  up  2  CPI  up  4  CPI  up  2 
percent       percent       percent       percent       percent  percent 


Year  of  retiring: 

1975    0.615  0.606  0.430  0.423  0.294  0.292 

1985     .675  .547  .501  .407  .370  .300 

2000   .843  .511  .585  .355  .429  .265 

2025   1.299  .489  .770  .318  .541  .247 

2050   1.647  .445  .916  .300  .627  .237 
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If  the  inflation  rate  is  4  percent,  instead  of  3  percent,  the  replace- 
ment rate  for  the  low  earner  will  grow  from  .615  to  1.647,  and  he  will 
receive  a  benefit  that  is  more  than  60  percent  above  his  final  earnings 
level. On  the  other  hand,  if  the  inflation  rate  is  2  percent,  his  replace- 
ment rate  in  2050  will  be  onl}^  27  percent  of  what  it  would  have  been 
under  a  4  percent  inflation  rate. 

The  above  table  presents  the  problem  with  great  clarity.  Replace- 
ment ratios  can  move  capriciously',  either  up  or  down,  and  they  can 
move  in  a  broad  range  depending  upon  the  movements  of  prices  and 
wages,  two  factors  over  which  the  sy^stem  has  no  control.  This  is  a  very 
undesirable  characteristic  in  the  system  and  was  probably  never  in- 
tended. 

Why  does  this  instability  occur?  The  answer  is  found  in  the  way  in 
which  the  benefit  increase  mechanism  functions. 

Whenever  the  CPI  rises  under  today's  system,  benefits  will  auto- 
matically rise.  The  increase  in  benefits  is  accomplished,  in  effect,  by 
raismg  the  entire  benefit  schedule,  which  is  set  out  at  the  top  of  page 
104.  If  the  CPI  rises  8  percent,  then  each  of  those  percentages  on  page 
104  will  move  up  by  8  percent.  This  increases  the  benefits  for  all  persons 
who  are  aheady  retired,  but  it  also  increases  the  future  benefits  for 
those  who  are  still  working,  because  they  will  eventually  obtain  the 
advantages  of  the  higher  benefit  schedule  when  they  retire.  At  the 
same  time,  however,  those  who  are  still  working  will  also  receive  an  in- 
crease in  wages,  and  this  wiU  increase  their  A.M.E.  and  thereby^  further 
increase  their  future  benefits.  In  other  words,  the  benefit  increases  for 
those  still  working  are  ''coupled"  with  the  benefit  increases  for  retired 
persons,  and  this  produces  the  instabihty  in  replacement  ratios  which 
is  illustrated  above. 

To  stabilize  the  replacement  ratios,  then,  requires  that  the  system 
be  ''decoupled."  The  Subcommittee  and  the  Consultants  both  strongly 
recommend  that  this  be  done  by  adopting  a  new  method  of  computing 
benefits  based  on  indexed  earnings  and  a  re\dsed  benefit  formula. 

3.  PROPOSED  NEW  SYSTEM 

The  basic  lequirement  of  the  new  system  is  that  a  person's  benefits 
shall  rise  solely  in  accordance  with  wages  during  his  working  yesLTs  and 
shall  rise  solel}^  in  accordance  with  the  CPI  in  years  after  his  retire- 
ment. It  must  be  emphasized  that  this  can  be  accompHshed  by  more 
than  one  formula,  and  the  choice  thereof  wifl  have  to  be  worked  out 
by  the  Congress  with  the  advice  and  assistance  of  the  Social  Security 
Administration  in  accordance  with  whatever  specific  objectives  are 
eventuall}^  selected.  The  Consultants  have  assured  us  that  a  decoupled 
system  can  be  designed  so  as  to  prevent  any  material  change  in  current 
benefit  levels  or  replacement  ratios.  If  desired,  it  can  even  be  imple- 
mented so  that  there  is  no  change  except  for  the  better.  The  design  and 
installation  of  such  a  system  will  take  some  time  because  careful  test- 
ing wiU  be  required,  and  the  specific  formula  adopted  will  depend  upon 
the  3^ear  it  actually^  goes  into  operation. 

We  have  presented  below  an  illustrative  plan  that  will  decouple 
the  system  and  will  attain  certain  other  objectives'^  which  the  Council 


11  If  he  has  a  wife  over  65  years  of  age,  they  will  receive  a  benefit  that  is  50  percent  greater,  and  this  will 
provide  a  replacement  ratio  of  2.47  percent. 

12  The  Council  has  voted  to  recommend  freezing  the  minimum  benefit  and  eliminating  any  benefit  level 
that  exceeds  100  percent.  Both  of  these  concepts  influence  the  design  of  the  benefit  formula. 
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has  recommended.  We  emphasize  again  that  our  presentation  below  is 
illustrative  and  that  there  are  different  approaches  to  the  problem, 
the  ultimate  selection  being  dependent  on  the  objectives  to  be  attained 
and  the  date  of  installation. 

a.  Indexed  earnings 

On  page  104  we  explained  how  benefits  are  presently  computed  b}^ 
first  determining  the  A.M.E.  The  decoupled  system  will  begin  with  a 
substantial  change  in  this  computation.  Instead  of  employing  the 
actual  taxable  amounts  earned  after  1950,  those  actual  earnings  will 
first  be  indexed  to  the  year  before  retirement.  That  means  that  the 
earnings  of  each  such  year  will  be  multiplied  by  a  factor  which  repre- 
sents the  growth  in  average  covered  earnings.  Let  us  assume,  for 
example,  that  a  man  retires  in  1974  at  age  65.  If  he  earned  $3,500  in 
1960  and  the  average  1973  covered  wage  is  80  percent  higher  than  the 
average  1960  covered  wage,  then  the  employee's  earnings  of  $3,500 
will  be  multiplied  by  1.8  and  the  resulting  $6,300  will  be  used  as  his 
earnings  for  1960  in  computing  his  A.M.E.  This  same  procedure  will 
be  applied  to  each  year  in  his  working  history.  The  highest  18  years, 
thus  indexed,  would  again  be  selected,  added  together,  and  then 
divided  by  18  and  that  quotient  divided  by  12  to  obtain  the  Average 
Monthly  Indexed  Earnings,  referred  to  as  A.M.I.E.^^ 

b.  New  benefit  formula 

This  A.M.I.E.  will  always  be  higher  than  the  A.M.E.,  formerly 
used,  and  will  usually  be  substantially  higher.  Therefore,  it  would  be 
improper  to  use  the  schedule  of  benefit  percentages  used  under  today's 
method.  Instead,  a  new  formula  has  been  developed  which  can  be 
expressed  as  follows: 

A  percent  of  the  first  $X  of  A.M.I.E. 
plus 

B  percent  of  all  A.M.I.E.  over  $X 

The  numbers  represented  above  by  A  and  B  are  fixed,  but  the  X 
would  increase  in  future  years  as  average  covered  wages  increased. 

The  fixing  of  the  exact  amounts  of  A  and  X  and  B,  in  the  above 
formula,  will  depend  on  the  objectives  to  be  met,  as  ultimate^ 
determined  by  Congress.  They  will  also  depend  on  the  actual  date  on 
which  the  new  system  is  installed.  If  the  system  became  effective  in 
1976  and  was  designed  to  meet  the  Council's  stated  benefit  objectives, 
here  is  an  approximation  of  the  formula  in  numerical  terms: 

100  percent  of  the  first  $123  of  A.M.I.E. 
plus 

31  percent  of  all  A.M.I.E.  above  $123 

(The  $123  is  adjusted  upward  each  year  as  average  covered  wages 
rise.) 

"  This  indexing  of  earnings  will  have  desirable  benefits  of  its  own,  in  addition  to  forming  an  essential  part 
of  the  new  system.  Today,  persons  with  comparable  earnings  experience  can  have  quite  different  benefits 
because  their  working  careers  occurred  in  different  periods.  The  Council's  report  develops  this  idea  at  length 
in  Section  2  of  Chapter  3. 
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Again  it  is  emphasized  that  this  specific  formula  is  presented  here 
soleh^  to  facihtate  discussion  and  not  to  indicate  that  it  is  the  only 
one  that  can  be  used,  or  even  that  it  is  the  best.  There  is  some  opinion, 
for  example,  to  the  effect  that  a  three-step  formula  would  be  better. 

It  must  be  kept  in  mind  that  this  formula  will  be  applied  to  an 
amount  which  generally  will  be  well  above  the  actual  earnings  of  the 
person  involved.  His  low  earnings  back  in  the  1950's  and  1960's 
will  all  have  been  indexed  up  to  the  year  before  retirement.  If  his 
A.M.E.  under  the  present  plan  would  have  been  $300,  his  A.M.I.E. 
could  be  $450  or  more  under  the  proposed  plan.  With  an  A.M.I.E. 
of  $450,  he  would  receive  a  benefit  of  $123  from  the  first  line  of  the 
above  formula  and  31  percent  from  the  second  line,  or  a  total  of  $224. 

The  $123  figure  in  that  formula  must  increase  with  the  rise  in 
average  covered  wages.  That  is  an  essential  factor  in  stabilizing 
replacement  ratios  under  the  system,  and  that  is  the  basic  objective 
of  the  new  proposal. 

The  decoupled  S3^stem,  proposed  above,  will  not  freeze  benefits  in 
an}^  sense  of  the  word ;  it  will  merel}^  stabilize  the  relationship  of  those 
benefits  to  the  earnings  of  the  recipient  before  retirement.  Further- 
more, the  proposed  system  can  be  implemented  in  such  a  way  so  as 
not  to  reduce  an^^one's  benefits  as  computed  under  the  present!}^ 
existing  formula. 

It  is  most  unfortunate  that  decoupling  is  sometimes  described  as  a 
reduction  in  future  benefits.  This  is  a  misleading  and  unwarranted 
description.  Whether  the  decoupled  sj^stem  would  produce  lower  or 
higher  benefits  than  the  present  sj^stem  depends  upon  the  relationship 
between  future  movements  of  wages  and  prices,  factors  which  no  one 
can  predict  with,  certainty.  Under  the  assumptions  of  the  trustees  as  to 
wage  and  price  increases,  the  long-term  cost  of  the  proposed  system  wiW 
not  be  as  high  as  the  present  plan,  but  if  the  movements  of  wages  and 
prices  follow  a  different  pattern,  the  benefit  level,  and  therefore  the 
cost,  could  be  higher  under  a  coupled  system  than  under  the  present 
system. 

The  primar}^  advantage  of  the  proposed  decoupled  plan  is  that  the 
replacement  ratios  mil  be  stabilized.  This  is  a  very  desirable  goal  of  an 
earnings  replacement  S3^stem,  and  this  is  the  reason  it  should  be 
adopted.  The  proposed  method  mil  also  provide  an  important  col- 
lateral benefit  in  that  it  mil  protect  the  OASDI  program  against  high 
inflation  rates,  providing  that  increases  in  real  wages  do  not  fall 
materially  below  2  percent. 

In  summary,  the  new  formula  mil  cause  benefits  to  rise  solely  in 
keeping  mth  wages  during  an  individual's  working  years,  and  after 
retirement  his  benefits  will  increase  solely  on  the  basis  of  increases  in 
the  CPI.  The  Subcommittee  strongl}^  recommends  that  such  a  de- 
coupled system  be  adopted.  In  fact,  the  Subcommittee  is  convinced 
that  decoupling  is  by  far  the  most  important  step  to  be  taken  to 
improve  the  system. 

B.  Changes  in  Benefits 

The  Council  voted  to  recommend  six  changes  in  benefits,  three  of 
which  will  increase  the  cost  of  the  S3^stem  and  three  of  which  mil 
reduce  the  cost.  Each  of  these  changes  is  described  below: 
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1.  NO  BENEFIT  KATE  TO  EXCEED  100  PERCENT 

The  present  benefit  schedule,  as  set  forth  at  the  top  of  page  104, 
provides  benefits  m  excess  of  100  percent  of  the  first  $110.00  of  the 
A.M.E.  As  stated  earher  herein,  this  is  a  recognition  of  ''need"  as  a 
criterion  in  determining  benefits.  It  is  also  a  recognition  of  the  fact  that, 
when  the  system  uses  actual  earnings  in  determining  the  A.M.E.,  the 
benefit  percentage  may  have  to  exceed  100  percent  in  order  to  provide 
a  reasonable  replacement  of  purchasing  power  at  retirement.  With  the 
use  of  indexed  earnings  in  the  proposed  decoupled  system,  this  require- 
ment disappears,  and  the  Council  therefore  believes  that  the  new  sys- 
tem should  not  furnish  a  benefit  in  excess  of  100  percent  of  any  part  of 
the  earnings  it  is  intended  to  replace.  For  this  reason  the  proposed  new 
system  does  not  provide  any  benefit  percentage  higher  than  100  per- 
cent. See  proposed  formula  on  page  107. 

2.  FREEZING  THE  MINIMUM  BENEFIT 

The  present  system  contains  a  minimum  benefit  of  $93.80,  w^hich  is 
payable  to  anyone  who  has  a  certain  number  of  quarters  of  coverage 
under  the  Social  Security  system,  regardless  of  his  A.M.E.  This  is 
another  recognition  of  ''need"  as  a  criterion.  At  present,  this  minimum 
benefit  rises  each  year  in  accordance  with  the  rise  in  the  CPI.  The 
Council  has  voted  to  freeze  the  minimum  benefit  at  $93,80.  because 
there  is  another  system  now  in  operation  that  wall  cover  the  "need" 
cases.  They  refer  to  the  Supplemental  Security  Income  program  (SSI) 
which  provides  a  minimum  income  of  $146  per  month  for  an  individual 
and  $219  for  a  couple.  These  amounts  \yi\\  rise  as  the  CPI  rises.  This 
program  is  based  purely  on  need  and  is,  therefore,  funded  entirely  from 
general  revenues  of  the  Treasury  Department.^*  With  this  alternative, 
the  Council  feels  that  it  is  no  longer  necessary  to  maintain  the  present 
minimum  benefit,  and  freezing  it  vnR  cause  it  eventually  to  disappear. 

3.  LIBERALIZATION  OF  THE  RETIREMENT  TEST 

Under  the  retirement  test  toda}',  a  retiree  loses  one  doUar  of  benefits 
for  each  two  dollars  he  earns  above  the  permitted  amount,  which  is 
$2,520  in  1975.  Such  permitted  amount  rises  each  year  with  average 
covered  wages.  The  Council  has  recommended  that  for  earnings  above 
the  permitted  amount,  but  not  in  excess  of  twice  the  permitted  amount, 
the  loss  of  benefits  be  limited  to  one  dollar  for  each  three  dollars  of 
earnings.  For  earnings  above  twice  the  hmited  amount  the  one-for-two 
reduction  in  benefits  would  again  apply. 

4.   LIBERALIZATION  OF  THE  DISABILITY  TEST 

The  Council  has  recommended  a  liberahzation  of  the  disabilit}^  test 
by  proposing  a  somewhat  less  stringent  test  for  those  who  are  55  years 
of  age  and  older. 

5.  EQUALIZING  DEPENDENCY  REQUIREMENT 

When  a  woman  dies,  her  surviving  spouse  does  not  receive  any 
survivor  benefit  unless  he  can  prove  dependency  on  his  wife.  Since  a 


"  SSI  is  not  really  a  part  of  the  Social  Security  system  but  is  administered  by  the  Social  Security  Adminis- 
tration solely  because  it  has  the  organization  necessary  to  handle  the  mechanics  of  distributing  the  benefits. 
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surviving  wife  need  not  prove  dependency,  the  Council  has  voted  to 
recommend  that  this  requirement  be  eliminated  so  as  to  provide  equal 
treatment  of  the  sexes. 

6.   ELIMINATING  CERTAIN  DOUBLE  BENEFITS 

Some  persons,  who  have  worked  in  non-covered  employment  and 
have  earned  benefits  thereunder,  also  earn  secondary  benefits  under 
Social  Security.  The  Council  has  voted  to  reduce  the  latter  by  the 
former. 

The  net  financial  effect  of  these  proposed  changes  is  an  increase  in 
the  deficit  of  .13  percent  of  covered  wages.  Due  to  the  nature  of  the 
changes,  at  least  part  of  this  increase  will  be  felt  immediately.  Its 
impact  will  not  be  delayed . 

C.  Tax  on  the  Self-Employed 

The  ^'cost"  of  an  employee's  benefit  is  paid  for  by  both  the  employee 
and  his  employer,  with  each  paying  4.95  percent  today,  or  a  total  of 
9.9  percent.  The  self-employed  person  receives  the  same  benefits  as  an 
employee,  and  logically  he  should  pa}^  the  same  total  tax  of  9.9  percent. 
However,  it  was  decided  long  ago  to  reduce  his  tax  to  75  percent  of  the 
combined  tax,  which  is  the  same  as  150  percent  of  the  employee's  tax. 
This  means  he  should  be  paying  150  percent  of  4.95  percent  or  7.425 
percent.  In  recent  years,  however,  his  rate  has  been  further  reduced  by 
being  frozen  at  7  percent,  and  the  Subcommittee  sees  no  reason  for  this 
additional  deviation  from  the  full  9.9  percent.  It  is  recommended  that 
the  self-employed  tax  be  fixed  at  150  percent  of  the  employee's  tax, 
and  all  future  tax  rate  calculations  in  this  report  are  based  on  that 
proposal. 

D.  Compulsory  Coverage  of  Government  Employees 

Some  90  percent  of  the  working  population  is  today  covered  by 
Social  Security.  By  far  the  largest  segment  that  remains  uncovered  is 
composed  of  government  employees,  federal,  state  and  local.  The 
Council  has  recommended  that  Social  Security  coverage  of  these  em- 
ployees be  made  compulsorj^  in  order  to  prevent  the  windfall  benefits 
which  they  frequently  receive  at  the  expense  of  the  Social  Security 
system.  (This  windfall  problem  is  described  in  greater  detail  in  Section 
1  of  Chapter  6  of  the  Council's  report.) 

If  all  government  employees  were  brought  under  Social  Security,  it 
is  estimated  that  there  would  be  a  long-term  reduction  in  the  cost  of 
the  system  of  .25  percent  of  covered  wages  and  a  short-term  reduction 
of  .70  percent.  These  are  significant  amounts,  but  there  are  also 
significant  obstacles  to  such  compulsory  coverage.  A  constitutional 
question  clouds  the  forced  coverage  of  employees  of  state  and  local 
governments,  and  neither  Congress  nor  the  federal  employees  have 
ever  indicated  any  inclination  to  accept  the  idea.  For  these  reasons, 
the  Subcommittee,  while  fully  in  favor  of  covering  all  government 
employees,  has  decided  not  to  include  such  potential  cost  reductions 
in  our  later  computations  of  the  deficit. 
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E.  Financing  Medicare  (Part  A)  from  General  Revenues 

Up  to  this  point  we  have  been  considering  only  the  OASDI  system. 
It  is  timely  here  to  present  a  recommendation  of  the  Council  which 
affects  Part  A  of  the  Medicare  program,  because  that  proposal  does 
concern,  at  least  indirectly,  the  financing  of  OASDI. 

The  OASDI  program  is  financed  from  taxes  on  wages,  because  the 
benefits  of  the  program  are  always  related  to  the  wages  of  a  worker- 
taxpayer.  It  is  obvious  that  benefits  are  wage-related  in  the  case  of 
the  retirement  of  a  worker-taxpayer.  It  is  not  so  obvious,  but  it  just 
as  true,  in  the  case  of  a  beneficiary  who  is  a  survivor  or  a  spouse, 
because  those  benefits  are  still  measured  by  the  wages  of  the  person 
who  paid  the  tax,  albeit  not  the  wages  of  the  beneficiary. 

The  same  principle  does  not  apply  to  benefits  under  the  Medicare 
program.  There  the  benefits  are  determined  by  the  medical  costs  of  a 
particular  person,  and  they  bear  no  relationship  whatsoever  to  his 
wages  or  those  of  anyone  else. 

Under  such  circumstances  there  does  not  seem  to  be  any  real  reason 
for  funding  such  costs  by  a  tax  on  wages.  Medicare  expenditures 
would  seem  to  be  more  property  funded  from  general  revenues,  and  a 
majority  of  the  Council  has  voted  to  recommend  such  a  proposal  to 
the  Congress.  If  adopted  it  could  make  an  important  contribution  to 
the  solution  of  the  financial  problems  of  the  OASDI  program. 

In  the  next  section  of  this  report  it  will  be  established  that  an 
increase  in  the  OASDI  tax  is  required  at  this  time  to  preserve  the 
financial  integrity  of  the  system.  If  the  financing  of  Medicare  is  parth' 
shifted  to  general  revenues  now,  the  increase  in  the  OASDI  tax  can  be 
accommodated  without  increasing  the  total  Social  Security  tax.  A  plan 
for  doing  so  is  presented  later  herein. 

VIL  FINANCING  THE  OASDI  DEFICIT 

The  most  pressing  problem  facing  OASDI  is  the  substantial,  long- 
range,  actuarial  deficit.  In  1974  it  was  estimated  by  the  trustees  at 
2.98  percent,  but  subsequent  events  and  certain  proposals  of  the 
Council  require  that  we  recompute  it  in  order  to  ascertain  its  true 
dimension. 

A.  Recomputation  of  the  Deficit 

In  the  table  below  there  is  presented  a  summary  of  the  various 
items  which  will  make  up  the  deficit  as  of  January  1,  1976.  This  date 
has  been  chosen  as  the  earliest  possible  date  on  which  all  of  the  as- 
sumed events  can  have  occurred.  The  ''minus"  sign  is  used  in  the 
table  to  indicate  a  deficit  or  an  increase  in  the  deficit.  The  table 
assumes  that: 

1.  The  automatic  benefit  increase  for  June,  1975,  wiW  take 
place; 

2.  The  Congress  will  adopt  and  install  a  new  ''decoupled" 
method  of  determining  benefits  along  the  lines  suggested  on 
pages  106  and  107  above; 

3.  The  six  proposals  of  the  Council  on  pages  109  and  110 
above,  will  be  adopted  by  Congress; 
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4.  The  self-employed  tax  is  set  at  150  percent  of  the  employee's 
tax; 

5.  Compulsory   coverage  of  government  employees  is  not 
enacted. 

Table  H. — Change  in  actuarial  balance  of  OASDI  expressed  as  a  percent  of  taxable 


payroll 

Average 

Item  cost 

Actuarial  balance  from  1974  trustees'  report   —2.  98 

Automatic  benefit  increase  for  June,  1975  assumed  to  be  8.5  percent 

instead  of  4.4  percent   —.51 


-3.  49 


Changes  recommended  by  council: 

1.  New  method  of  computing  benefits  to  stabilize  replacement  ratios 

("decoupled"  system)   1.  12 

2.  No  benefit  percentage  over  100  percent  and  minimum  benefit 

frozen  at  $93.80   .  07 

3.  Change  in  retirement  test   — .  02 

4.  Change  in  disability  test   — .  13 

5.  Equalize  dependency  requirement  for  men  and  women   —.11 

6.  Reduce  secondary  benefits  by  benefits  from  non-covered  employ- 

ment  .  03 

7.  Unfreezing  self-employed  rate   .  03 


.  99 


Actuarial  Balance  as  of  January  1,  1976   —2.  50 


Under  the  above  assumptions,  then,  our  task  is  the  covering  of  a 
long-term,  average  deficit  of  2.50  percent  of  covered  payroll.  The  2.50 
deficit  arises  from  the  difference  between  the  estimated  costs  of  the 
system  and  the  tax  rates  in  the  present  law.  The  recomputed  costs, 
based  on  the  same  assumptions  as  are  contained  in  Table  H,  and 
employing  the  trustees'  economic  and  demographic  projections,  are 
shown  below,  along  with  the  tax  rates  in  the  present  law : 

TABLE  I 


Cost,  as  a 
percent  of 
total  taxable 
payroll 
required 
to  meet 
benefits 


Combined 
tax  rate  of 
employer  and 
employee 
under 
present  law 


Calendar  year: 


1976      10.9  9.9 

1985     11.0  9.9 

1990-..-             .    -          .    11.6  9.9 

1995-...         11.7  9.9 

200C     11.7  9.9 

2005     11.8  9.9 

2010   12.4  111.9 

2015  -   13.5  11.9 

2020   14.8  11.9 

2025..      15.8  11.9 

2030.-.     16.2  11.9 

2035           ..        .             .       16.1  11.9 

2040                           -      15.9  11.9 

2045     15.9  11.9 

2050   16.0  11.9 


Calendar  year  2011. 
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It  will  be  noted  that  the  cost  rates  in  the  early  years  are  actually 
somewhat  higher  than  those  projected  by  the  trustees  in  Table  A  on 
page  96.  The  costs  in  the  later  years,  however,  are  lower  than  those  in 
Table  A.  The  reason  for  this  phenomenon  lies  in  the  fact  that  the 
higher-than-expected  rise  in  benefits  in  1975,  coupled  with  benefit 
changes  voted  by  the  Council,  have  raised  the  immediate  costs  of  the 
system  above  those  determined  by  the  trustees.  On  the  other  hand, 
the  change  in  the  method  of  computing  benefits  (decoupled  system) 
has  prevented  the  escalation  of  replacement  ratios  in  the  next  century 
and  has  thereby  held  the  costs  for  that  period  below  those  estimated 
by  the  trustees. 

It  is  quite  apparent  that  there  are  really  two  deficits,  one  long-term 
and  the  other  short-term.  Since  each  has,  to  some  extent,  different 
causes,  they  require  different  solutions.  A  clearer  picture  of  the  problem 
can  be  obtained  from  the  graph  below. 

PROJECTED  OASDI  CimREIW-COST  UNDER  ADVISORY  COUNCIL 
RECOMMENDATIONS  AND  TAX  RATES  IIT  PRESENT  LAW,  1976-2050 
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In  the  graph  the  deficit  is  represented  by  the  spread  between  the 
cost  liQe  and  the  tax  line. 

B.  Long-Term  Deficit 

The  long-term  deficit,  occurring  after  2005,  has  its  roots  m  the 
demographic  projection  as  explained  on  pages  97  and  98.  Wliether 
that  deficit  actually  occurs  will  depend  on  the  validity  of  the  estimated 
future  fertility  rates  and  their  effect  on  the  composition  of  the  popula- 
tion. It  is  ver}^  difficult  to  forecast  fertility  rates  with  any  confidence 
and  the  Subcommittee  recognizes  that  they  are  always  subject  to 
error.  For  that  reason  the  Subcommittee's  recommended  tax  rate 
schedule,  below,  does  not  contain  any  immediate  increase  in  order  to 
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handle  the  long-term  portion  of  the  deficit.  Such  increases  are  sched- 
uled for  later  years  when  the  cost  increase  has  been  more  clearly 
established. 

If  all  of  the  various  assumptions  are  borne  out,  this  delaying 
approach  will  result  in  a  higher  eventual  tax  rate  than  we  might 
obtain  by  an  immediate  increase  now  of  2.50  percent.  However,  the 
latter  procedure  would  be  quite  inconsistent  with  the  ''current  cost" 
method  of  financing  the  OASDI  program,  because  the  taxes  collected 
would  immediately  exceed  expenditures  by  a  substantial  amount,  and 
a  large  surplus  would  be  created. 

C.  Short-Term  Deficit 

The  short-term  deficit  does  require  an  increase  of  1.0  percent  in  the 
OASDI  tax  rate  at  this  time.  This  means  an  increase  of  .5  percent  for 
both  the  employer  and  the  employee.  This  increase  should  not  be 
delayed  because  the  deficit  is  already  here,  not  in  the  future.  It  arises 
from  several  factors,  such  as  the  8.5  percent  increase  in  benefits 
scheduled  for  mid-1975  and  the  various  benefit  changes  recommended 
by  the  Council.  These  factors  are  not  delayed  in  their  effect  on  the 
system;  they  cause  a  prompt  increase  in  the  cost  and  must  be  offset 
by  higher  tax  rates.  Based  on  present  projections,  the  rate  will  also 
have  to  rise  by  an  additional  .2  percent  in  1980  and  by  a  .7  percent 
more  in  1985. 

If  the  1.0  percent  increase  in  the  OASDI  tax  rate  is  not  enacted  by 
1976,  the  OASDI  fund  will  start  to  go  down  in  absolute  terms  by  some 
$3  or  $4  billion  per  year.  It  will  go  down  even  more  in  relation  to  the 
expenditures  for  a  year,  because  those  expenditures  will  be  rising  by 
$3  or  $4  billion  per  year.  This  produces  a  double-barrelled  effect  on 
the  important  ratio  of  the  fund  to  expenditures.  Today  the  trust  fund 
stands  at  about  $50  billion,  or  about  67  percent  of  one  year's  ex- 
penditures. If  the  tax  rate  is  not  increased,  the  fund  will  fall  below 
35  percent  of  one  year's  expenditures  by  early  1978.  Even  at  this 
level,  the  system  could  probably  still  meet  its  payment  obligations 
without  interruption,  but  it  will  certainly  cause  concern  among  both 
workers  and  beneficiaries.  Furthermore,  there  is  no  sound  reason  for 
letting  the  fund  deteriorate  in  that  way.  The  deficit  exists  and  should 
be  met  with  a  reasonable  tax  increase. 

D.  Proposed  Tax  Rates 

Having  in  mind  both  the  long  and  short-term  deficits,  the  Sub- 
committee now  proposes  a  new  tax  schedule  that  will  handle  the  total 
problem : 

Proposed 
tax  rate 

expressed 
as  a 

percent  of 
covered 
wages 


1976-1984   10.  9 

1985-1994   11.  1 

1995-2004   11.8 

2005-2014   12.  3 

2015-2024,   14.2 

2025-2050   16.  1 
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These  proposed  rates  approximate  the  estimated  cost  curve.  In  this 
way  no  increase  in  the  tax  is  provided  before  it  is  actually  needed,  and 
if  future  trends  differ  from  the  various  assumptions  herein,  the  rate 
can  be  modified  before  the  fund  has  risen  too  high  or  fallen  too  low. 
In  the  graph  below  we  have  presented  both  the  new  cost  curve  and 
the  proposed  tax  rate  structure  so  that  the  relation  of  the  two  can  be 
clearly  seen : 


PROJECTED  OASDI  CURRENT-COST  Um)ER  ADVISORY  COUNCIL 
EECOl^MNfDATIONS  AND  PROPOSED  TAX  RATES,  1976-2050 

Percent  Rate  Both  rate*  expretied  «.•  *  ft  ol  covered  earninga 

17 


o|_JL-_l_i  1  «      I      '      »      '      »      «      1      '      '  I 

H70     1976  1985  1995  2005  2015  2025  2035  2045 

1960  1990  2000  2010  2020  2030  2040  2050 


It  is  recognized  that  an  increase  of  1.0  percent  in  the  OASDI  tax 
is  a  significant  increase,  but  the  direct  impact  on  the  taxpayer  can  be 
eliminated  through  the  implementation  of  the  Council's  proposal  to 
fund  at  least  part  of  the  Medicare  program  from  general  revenues. 
This  is  explained  in  the  next  section. 

E.  Total  Social  Security  Tax  Rates 
The  present  Social  Security  tax  is  composed  of  two  parts : 


[In  percent] 


Employee  pays    Employer  pays         Total  tax 


OASDI     4.95  4.95  9.9 

Medicare   .90  .90  1.8 


Total     5.85  5.85  11.7 


If  the  OASDI  tax  rate  is  raised  in  1976  by  1.0  percent,  per  the  Sub- 
committee's recommendation,  and  if  an  equivalent  amount  of  the 
Medicare  program  is  funded  from  general  revenues,  the  total  Social 
Security  tax  would  remain  the  same.  It  would  work  as  follows: 
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[In  percent] 


Present 

Proposed 

social 

social 

security  tax 

security  tax 

OASDI    

    9.9 

10.9 
.8 

11.7 

Medicare   

    1.8 

Total   

-    11.7 

For  the  individual  or  the  employer  it  means  that  the  OASDI  tax 
would  rise  from  4.95  percent  to  5.45  percent  but  his  Medicare  tax 
would  fall  from  .9%  to  A%,  thereby  leaving  his  overall  tax  the  same. 

There  would  still  remain  a  Medicare  tax  of  .8  percent  as  a  part  of  the 
total  Social  Security  tax.  The  financing  of  this  .8  percent  could  be 
shifted  gradually  to  general  revenues  as  the  cost  of  OASDI  rose  in 
future  years,  thereby  making  it  possible  to  keep  the  total  Social  Secu- 
rity tax  constant  for  some  time  in  the  future. 

In  actual  fact,  the  medicare  portion  of  the  tax  is  scheduled  under 
present  law  to  rise  over  the  next  ten  years  from  1.8  percent  to  3.0  per- 
cent, as  follows : 

[In  percent] 


OASDI        Medicare  Total 
tax  tax  tax 


Year: 

1975-77....   9.9  1.8  11.7 

1978-80...   9.9  2.2  12.1 

1981-85..   9.9  2.7  12.6 

1986-   9.9  3.0  12.9 


The  schedule  above  shows  that,  even  without  any  change  in  the 
OASDI  tax,  the  total  Social  Security  tax  would  rise  in  the  next  ten 
years  from  11.7  percent  to  12.9  percent.  This  means  that  if  the  total 
Medicare  burden  is  gradually  shifted  to  general  revenues,  the  OASDI 
tax  can  be  raised  in  the  future  by  an  aggregate  of  3.0  percent  (instead 
of  1.8  percent)  without  raising  the  total  Social  Security  tax  be3'-ond 
the  rate  that  would  have  been  payable  under  the  present  law. 

It  is  recognized,  of  course,  that  many  persons  and  employers  would 
incur  an  increase  in  their  income  taxes  or  other  levies  in  order  to 
provide  the  additional  general  revenues  for  the  Medicare  program. 
Depending  on  how  this  need  is  met,  it  is  quite  possible  that  for  some 
it  would  mean  only  a  shift  in  the  type  of  tax  that  is  paid.  Some  might 
even  incur  a  higher  total  tax  burden  than  they  would  if  the  OASDI 
tax  were  simply  increased.  However,  to  the  extent  that  general 
revenues  are  derived  from  progressive  taxes,  those  in  the  lower 
economic  group  would  almost  certainly  benefit  from  the  shift  of  the 
Medicare  tax  to  general  revenues.  These  groups  would  have  the 
greatest  difficulty  in  handling  an  increase  of  .5  percent  in  their  Social 
Security  tax.  For  many  of  them  that  tax  is  already  a  larger  burden 
than  the  income  tax. 
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VIII.  OTHER  CONSIDERATIONS 

In  addition  to  the  proposals  discussed  above,  the  Subcommittee 
also  considered  other  approaches  to  the  deficit  problem.  One  of  these, 
involuntary^  coverage  of  government  employees,  has  already  been 
covered.  Two  others  are  presented  below. 

A.  Raising  the  Maximum  Covered  Wage 

Today,  only  earnings  up  to  $14,100  per  year  are  covered  by  Social 
Security.  Under  the  automatic  changes  in  the  law,  this  amount  will 
rise  each  jesbV  in  the  same  proportion  as  average  wages  rise.  This  will 
gradually  increase  the  amount  of  maximum  taxable  earnings  over  the 
years  to  come. 

There  is  nothing  sacred  in  the  figure,  $14,100;  it  is  largely  arbitrary. 
To  help  cover  the  deficit,  the  Subcommittee,  at  one  point,  considered 
raising  the  maximum  covered  wage  to  $24,000  per  year  in  1976.  It  was 
eventually  abandoned  because  there  were  formidable  arguments 
against  this  proposal. 

Social  Security  was  designed  from  the  beginning  as  only  one  of  three 
elements  in  the  income-maintenance  system,  the  other  two  being:  (1) 
private  savings,  pensions,  etc.,  and  (2)  public  assistance  programs.  It 
was  logically  argued  that  raising  the  limit  to  $24,000  would  cause 
Social  Security  to  interfere  with  the  private  savings  element.  It  cer- 
tainly would  extend  coverage  to  a  level  of  income  where  ''enforced" 
savings  seems  inappropriate,  and  where  it  could  further  reduce  needed 
capital  formation. 

The  only  real  argument  in  its  favor  was  that  it  would  hold  down  the 
increase  in  the  tax  rate  which  is  necessary  to  cover  the  long-term  defi- 
cit. If  it  were  adopted,  it  would  cut  the  short-term  deficit  by  .89  percent 
and  the  long-term  deficit  by  .49  percent. 

B.  Increasing  the  Retirement  Age 

The  cost  curve  in  the  graph  on  page  115  indicates  substantially  higher 
costs  after  the  year  2005,  and  this  will  require  substantially  higher 
taxes  at  that  time.  The  high  costs  and  taxes  are  due  to  the  sharp 
changes  after  2005  in  the  ratio  of  workers  to  beneficiaries,  as  described 
on  pages  97  and  98.  If  it  is  desired  to  minimize  those  later  tax  rate 
increases,  the  Subcommittee  recommends  that  serious  consideration 
be  given  to  gradually  extending  the  retirement  age,  starting  in  the 
year  2005. 

The  Subcommittee  is  well  aware  that  today  most  social  and  eco- 
nomic pressures  are  directed  toward  reducing  the  retirement  age.  Those 
pressures  arise,  however,  because  the  work  force  is  now  growing,  and 
there  are  only  30  beneficiaries  for  every  100  workers.  By  2005,  the 
situation  will  have  reversed,  and  the  number  of  people  drawing  bene- 
fits will  be  growing  proportionately  faster  than  the  number  of  people 
paying  taxes.  By  the  year  2030  there  will  be  45  beneficiaries  for  every 
100  workers,  and  the  tax  burden  on  the  workers  will  have  risen  sub- 
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stantially  to  meet  the  costs  in  Table  I.  In  such  a  situation,  and  given 
the  expected  advances  in  health  care  and  longevity,  it  seems  sensible  i 
to  at  least  consider  some  modest  increase  in  the  retirement  age  so  as  to  \ 
maintain  a  reasonable  ratio  of  workers  to  beneficiaries  and  thereby  , 
hold  down  the  tax  rates. 

As  an  example,  it  is  suggested  that  every  six  months  the  retirement 
age  be  increased  by  one  month,  beginning  in  2005  and  ending  in  2023. 
In  the  latter  year,  then,  the  retirement  age  would  have  been  increased 
to  68  and  the  '^early"  retirement  age  increased  to  65.  If  adopted,  this 
proposal  would  reduce  the  tax  rates  as  follows : 


Tax  rate  if  retire- 
ment age  raised  to 
Tax  rate  proposed  68  by  2023 


Year: 

2005-14       12.3  12.1 

2015-24     14.2  13.5 

2025-50      16.1  14.6 


Conclusion 

In  its  various  proposals  the  Subcommittee  has  tried  to  devise  a 
reasonable,  balanced  program  for  improving  the  system  and  coping 
with  the  deficit.  This  program  is  by  no  means  the  only  approach  to 
the  problem,  and  others  may  prefer  a  different  timing  of  the  tax  in- 
creases or  a  different  choice  of  remedies. 

The  important  fact  is  that  the  OASDI  system  does  face  a  very  real 
short-term  deficit  and  a  projected  long-term  deficit.  Plans  should  be 
developed  now  for  dealing  with  these  problems.  The  fact  that  a  large 
part  of  the  deficit  occurs  in  the  future  is  no  reason  for  complacency 
or  delay.  If  the  economic  or  demographic  factors  deviate  from  the 
forecasts,  the  corrective  action  may  have  to  be  modified,  but  that  can 
more  easily  be  done  if  an  adequate  program  already  exists.  In  this 
connection,  it  is  worth  repeating  the  Subcommittee's  conclusion  that 
such  deviations  are  more  likely  to  increase  the  deficit  than  decrease  it. 
Our  most  recent  experience  only  strengthens  that  conclusion. 

EXHIBIT  I 

ASSUMED  PERCENTAGE  INCREASES  OVER  PRIOR  YEAR  IN  ANNUAL  AVERAGE  WAGES  AND  IN  ANNUAL  AVERAGE 

CPI 

[In  percent] 


Real 

Increase        Increase  Increase 


Calendar  year  in  wages  in  CPI  in  wages 


1974      7.9  9.1  1.2 

1975      8.5  5.7  2.8 

1976   8.0  4.5  3.5 

1977   7.6  3.2  4.4 

1978    5.5  3.0  2,5 

1979       5.5  3.0  2.5 

1980     5.5  3.0  2.5 

1981-2045      5.0  3.0  2.0 
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Exhibit  II 
Projected  total  fertility  rates 

Average 
number 

 ~  of  babies 

born  per 
women 
in  her 

Year :  lifetime 

1974   1.  938 

1975   1.  949 

1980  2.  040 

1985   2.  095 

1990  2.  104 

1995   2.  102 

2000   2.  100 

2005  2.  100 

2010-2045   2.  100 

Exhibit  III 


Year: 

1940  

1941  

1942  

1943  

1944  

1945  

1946  

1947  

1948  

1949  

1950  

1951  

1952  

1953  

1954  

1955  

1956  

1  Preliminary  value. 


Total  fertility  rates,  United  States,  194-0-73 


Total 
fertility 


rate 

Year: 

2.  3 

1957 

2.  4 

1958 

2.  63 

1959 

2.  72 

1960 

2.  57 

1961 

2.  49 

1962 

2.  94 

1963 

3.  27 

1964 

3.  11 

1965 

3.  11 

1966 

3.  09 

1967 

3.  27 

1968 

3.  36 

1969 

3.  42 

1970 

3.  54 

1971 

3.  58 

1972 

3.  69 

1973 

Total 
fertility 
rate 

3.  77 
3.  70 
3.  71 
3.  65 
3.  63 
3.  47 


2.  46 
2.  48 
1  2.  28 
1  2.  02 
1  1.  90 
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EXHIBIT  IV 

AVERAGE  WAGE  AND  SALARY  EARNINGS:  COMPOUND  ANNUAL  RATES  OF  GROWTH 
[in  percent] 

From 

Average   

wages   1950   1951   1952   1953   1954   1955   1956   1957   1958   1959   1960  1961 


To: 


1950   $2,274.00 

1951   2,425.00 

1952   2,560.00 

1953   2,726.00 

1954   2,773.00 

1955   2,881.00 

1956   3,062.00 

1957   3,175.00 

1958   3,  248.  GO 

1959   3,410.00 

1960   3,523.00 

1961   3,573.00 

1962   3,741.00 

1963   3,848.00 

1964    4,027.00 

1965    4,128.00 

1966   4,356.00 

1967   4,603.00 

1968   4,896.00 

1969   5,217.00 

1970   5,497.00 

1971    5,777.00 

1972   6,158.00 

1973   6,620.00 


6.64 
6. 10 
6.23 
5.  08 

4.  85 

5.  08 
4.  88 
4.56 
4.  60 
4. 47 
4.19 
4.24 
4.13 
4.17 


4.06 
4.15 
4. 24 
4.35 
4.47 
4.51 
4.54 
4.  63 
4. 76 


5. 57 
6. 02 

57 
40 
78 
59 
76 
35 
24 

3.  95 

4.  02 
3.92 
3.98 

3.  87 
3.98 

4.  09 
4. 22 
4.36 
4. 40 
4. 44 
4.  54 
4. 67 


6. 48 
4. 08 
4. 02 
4.  58 
4. 40 
4.  05 
4.18 
4.  07 
3.77 
3.87 
3.77 
3.  85 
3.74 
3.87 
3.99 
4.14 
4.28 
4.34 
4.38 
4. 49 
4. 63 


1.72 

2.80 
3.95 
3.  89 
3.57 
3.80 
3.73 
3.44 
3.58 
3.51 
3.61 
3.52 
3.67 
3.81 

3.  98 
4. 14 
4.21 
4. 26 

4.  38 
4.  54 


3.89 
5.  02 
4.  62 
4. 03 
4.22 
4.  07 
3.69 


4.  53 
4. 69 


6. 28 
4.  98 
4. 08 
4. 30 
4.11 
3.65 
3.80 
3.68 
3.79 
3.66 
3.83 

3.  98 
4.16 
4.33 
4.40 
4. 44 

4.  57 
4. 73 


3. 69 
2.99 
3.  65 
3.57 
3. 13 
3.39 
3.32 
3.48 
3.37 
3.59 
3.78 

3.  99 
4.18 
4.27 

4.  32 
4. 46 
4. 64 


2. 30 
3. 63 
3.53 
3.00 
3.34 
3. 26 
3. 45 
3.34 
3.58 
3.78 
4.  02 
4.  23 
4.31 
4.37 
4.52 
4. 70 


4.  99 
4.15 
3.23 
3.60 
3. 45 
3.65 
3.48 
3.  74 


1.42 
3.05 
2. 99 
3. 40 
3. 22 
3.60 
3.89 
4. 20 
4. 46 
4.55 
4. 60 
4.  76 
4. 97 


5. 27 


From 


Average   

v^ages   1962   1963   1964   1965   1966   1967   1968   1969   1970   1971  1972 


1973 


To: 


1950   $2, 

1951   2, 

1952   2, 

1953   2, 

1954   2, 

1955   2, 

1956   3, 

1957   3, 

1958   3, 

1959   3, 

1960   3, 

1961   3, 

1962   3, 

1963   3, 

1964    4, 

1965   4, 

1966   4, 

1967    4, 

1968...   4, 

1969    5, 

1970    5, 

1971   5, 

1972   6, 

1973    6, 


274. 00 
425. 00 
560. 00 
726. 00 
773. 00 
881.  00 
062. 00 
175. 00 
248. 00 
410. 00 
523. 00 
573. 00 
741. 00 
848. 00 
027. 00 
128.  00 
356. 00 
603. 00 
896. 00 
217.00 
497.  00 
777.  00 
158.00 
620. 00 


2. 86 
3.75 
3.34 
3.88 
4.  23 
4.  59 
4.87 
4.93 
4.95 
5.11 
5. 33 


4. 65 
3.57 
4. 22 
4.  58 

4.  94 
5.20 
5.23 
5.21 
5.36 

5.  58 


2.51 
4. 00 
4. 56 
5.01 
5.31 
5.32 
5.29 
5.45 
5. 68 


5.  52 
5. 60 
5.85 
6.03 
5.  90 
5.76 
5.88 
6. 08 


5. 67 
6.02 
6.20 
5.99 
5.81 
5.94 
6.16 


6.37 
6.46 
6. 10 
5.84 
5.  99 
6.24 


6.  56 
5.96 
5.67 
5.  90 
6. 22 


5.37 
5. 23 
5.68 
6.14 


5. 09 
5.84 
6. 39 


6. 60 
7. 05 


7. 50 
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EXHIBIT  V 

CPI:  COMPOUND  ANNUAL  RATES  OF  GROWTH 
[in  percent) 

From 

CPI  (1967  =  100)   1950    1951    1952    1953    1954    1955    1956    1957    1958    1959    1960  1961 


1950.  

72.  07 

1951  

77.  82 

7.  98 

1952 

79  57 

5  07 

2 

25 

1953  

80."  20 

3*.  63 

1." 

52 

.79 

1954  

80.  48 

2.80 

1 

13 

.57 

.35 

1955  

80.27 

2. 18 

78 

.29 

.04 

-.26 

1956  

81.43 

2.06 

91 

.58 

.51 

.59 

1.45 

1957  

34.26 

2.26 

l" 

33 

1. 15 

1.  24 

1.54 

2.46 

3. 49 

1958  

86.59 

2.32 

1 

54 

1.42 

1.55 

1.95 

2.56 

3.  12 

2.77 

1959  

87.27 

2. 15 

1 

44 

1.33 

1.42 

1.63 

2.11 

2.34 

1.77 

.79 

1960  

88.  65 

2.09 

1 

46 

1.36 

1.44 

1.62 

2.01 

2.15 

1.71 

1.  18 

1.58 

1961  

89.60 

2.00 

1 

42 

1.33 

1.40 

1.55 

1.85 

1.93 

1.55 

1.  15 

1.33 

1.  07 

1962  

90.63 

1.93 

1 

39 

1.31 

1.37 

1.50 

1.75 

1.80 

1.47 

1.  15 

1.27 

1.  11 

1.  15 

1963  

91.75 

1.87 

1 

38 

1.30 

1.35 

1.47 

1.68 

1.72 

1.43 

1.  16 

1.26 

1.  15 

1. 19 

1964  

92.95 

1.83 

1. 

38 

1.30 

1.  35 

1.45 

1.64 

1.67 

1.41 

1.  19 

1.27 

1.  19 

1.  23 

1965  

94.50 

1.82 

1 

40 

1.33 

1.  38 

1.47 

1.65 

1.67 

1.44 

1.26 

1.34 

1.29 

1.34 

1966  

97.25 

1.89 

1 

50 

1.44 

1.49 

1.  59 

1.76 

1.79 

1.61 

1.46 

1.56 

1.  56 

1.65 

1967  

100.  00 

1.95 

1 

58 

1.54 

1.  59 

1.68 

1.85 

1.89 

1.  73 

1.61 

1.72 

1.74 

1.  85 

1968  

104.20 

2.07 

1 

73 

1.70 

1.76 

1.86 

2.03 

2.08 

1.95 

1.87 

1.99 

2.04 

2.18 

1969  

109.80 

2.24 

1 

93 

1.91 

1.98 

2.09 

2.26 

2.33 

2.23 

2.  18 

2.32 

2.41 

2.57 

1970  

116.30 

2.42 

2 

14 

2.13 

2.21 

2.33 

2.50 

2.58 

2.51 

2.49 

2.64 

2.75 

2.94 

1971  

121.30 

2.51 

2. 

24 

2.24 

2.33 

2.44 

2.61 

2.69 

2.64 

2.63 

2.78 

2.89 

3.08 

1972  

125.  30 

2.55 

2 

29 

2.30 

2.38 

2.49 

2.65 

2.73 

2.68 

2.67 

2.87 

2.93 

3. 10 

1973  

133. 10 

2.70 

2. 

47 

2.48 

2.  57 

2.68 

2.85 

2.93 

2.90 

2.91 

3.06 

3.18 

3.35 

From 

CPI  (1967  =  100)    1962    1963    1964    1965    1966    1967    1968    1969    1970    1971    1972  1973 


To: 

1950.   72.07 

1951   77.82 

1952   79.  57 

1953   80.20 

1954.   80.48 

1955   80.27 

1956   81.43 

1957   84.26 

1958.   86.59 

1959   87.27 

1960   88.65 

1961   89.60 

1962   90.63 

1963   91.75  1.24 

1964   92.95    1.27  1.31 

1965   94.50    1.40    1.49  1.67 

1966   97.25    1.78    1.96   2.29  2.91 

1967  -  100.00   1.99   2.18   2.47   2.87  2.83 

1968   104.20   2.35   2.58   2.80   3.31    3.51  4.20 

1969.  -  109.80   2.78   3.04   3.39   3.82   4.13   4.79  5.37 

1970.    116.30   3.17   3.45   3.81   4.24   4.57    5.16   5.65  5.92 

1971  121.30   3.29   3.55   3.88   4.25   4.52   4.95   5.20   5.11  4.30 

1972  125.30   3.29   3.52   3.80   4.11    4.31    4.61    4.72   4.50   3.80   3  30 

1973  133.10   3.56   3.79   4.07   4.37   4.59   4.88   5.02   4.93   4.60   4.75  6.23 
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EXHIBIT  VI 

REAL  AVERAGE  WAGE  AND  SALARY  EARNINGS:  COMPOUND  ANNUAL  RATES  OF  GROWTH 

[In  percent] 


From 


Real  wages 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

1958 

1959 

1960 

1961 

To: 

1950  

3, 155. 77 

1951  

3, 116. 17 

-1.24 

1952  

3,217.29 

.98 

3.25 

1953  

3,  399.  00 

2.51 

4.  44 

5.65 

1954  

  3,  445.  58 

2.22 

3.41 

3.  49 

1.  37 

1955  

  3,  589. 14 

2.61 

3.60 

3.71 

2.76 

4. 17 

1956  

  3,  760.  28 

2.97 

3.83 

3.98 

3.  42 

4.  47 

4.  77 

1957  

  3,  768.  10 

2.57 

3.22 

3.21 

2.61 

3.93 

2.46 

.21 

1958  

3,  751.21 

2.19 

2.68 

2.59 

1.99 

2.15 

1.48 

-.12 

-.45 

1959  

3,  907.41 

2.40 

2.87 

2.82 

2.35 

2.55 

2.15 

1.  29 

1.83 

4. 17 

1960  

  3,  974.  05 

2.33 

2.74 

2.68 

2.26 

2.41 

2.06 

1.39 

1.79 

2.93 

1.71 

i  1961  

3,  987.  72 

2. 15 

2.50 

2.41 

2.02 

2.11 

1.77 

1. 18 

1.43 

2.06 

1.02 

.34 

r  1962  

  4,127.77 

2.26 

2,  58 

2.52 

2.18 

2.28 

2.02 

1.  57 

1.84 

2.42 

1.85 

1.92 

3.51 

1963  

4,  194.  01 

2.21 

2.51 

2.44 

2.12 

2.21 

1.97 

1.57 

1.  80 

2.26 

1.  79 

1.81 

2.55 

1964  

4,  332.44 

2.29 

2.57 

2.51 

2.23 

2.23 

2.11 

1.  79 

2.01 

2.43 

2.09 

2. 18 

2.80 

1965  

4,  368.  25 

2. 19 

2.44 

2.38 

2.11 

2.10 

1.98 

1.68 

1.86 

2.20 

1.88 

1.91 

2.30 

1965  

4,  479.  18 

2.21 

2.45 

2.39 

2.15 

2.21 

2.  03 

1.76 

1.94 

2.24 

1.97 

2.01 

2.35 

1967  

  4,  503.  00 

2.25 

2.47 

2.42 

2.19 

2.25 

2.  09 

1.86 

2.02 

2.30 

2.07 

2.12 

2.42 

1968  

4,  698.  66 

2.24 

2.45 

2.40 

2.18 

2.24 

2.09 

1.87 

2.  03 

2.28 

2.07 

2.12 

2.37 

1969  

4,751.37 

2.  18 

2.37 

2.32 

2.12 

2.17 

2.02 

1.82 

1.95 

2.17 

1.97 

2.00 

2.21 

1970  

4,  726.  57 

2.04 

2.22 

2.16 

1.96 

2.00 

1.85 

1.65 

1.76 

1.95 

1.75 

1.75 

1.91 

1971  

4,  762.  57 

1.98 

2.  14 

2.09 

1.89 

1.92 

1.78 

1.  59 

1.69 

1.85 

1.66 

1.66 

1.79 

p  1972  

4,914.  60 

2.03 

2.19 

2.  14 

1.96 

1.99 

1.87 

1.69 

1.79 

1.95 

1.78 

1.79 

1.92 

1973  

4,  973.  70 

2.00 

2.15 

2.  10 

1.92 

1.95 

1.83 

1.66 

1.75 

1.90 

1.74 

1.74 

1.86 

From 

1962   1953   1964   1965   1966   1967    1968   1969   1970   1971   1972  1973 

Real  wages 


To: 

1950...   3,155.27 

1951    3,116.17 

1952   3,217.29 

1953   3,399.00 

1954   3,  445.  58 

1955   3,589.14 

1955   3,760.28 

1957   3,768.10 

1958   3,751.01 

1959   3,907.41 

1960   3,974.05 

1951    3,987.72 

1952   4,127.77 

1953   4,194.01  1.60 

1954   4,332.44  2.45  3.30 

1965   4,368.25  1.91    2.06  .83 

1965   4,479.18  2.06   2.22   1.68  2.54 

1967   4,603.00  2.20   2.35   2.04   2.65  2.76 

1958   4,698.66  2.18   2.30   2.05   2.46   2.42  2.08 

1969   4,751.37  2.03   2.10    1.86   2.12    1.99    1.60  1.12 

1970   4,726.57  1.71    1.72    1.46    1.59    1.35     .89     .30  -.52 

1971   4,752.57  1.60    1.59    1.36    1.45    1,73     .85     .45     .12  .75 

1972   4,914.60  1.76    1.78    1.58    1.70    1.56    1.32    1.13    1.13    1.97  3.19 

1973   4,973.70  1.71    1.72    1.55    1.54    1.51    1.30   1.14   1.15   1.71   2.19  1.20 


Statement  of  Elizabeth  C.  Norwood 

As  a  member  of  the  Subcommittee,  I  endorse  the  report  of  the 
Subcommittee  on  Finance  of  the  Advisory  Council  on  Social  Security, 
dated  February  3,  1975,  with  certain  minor  exceptions. 

The  style  and  rhetoric  are  outstanding  representing  many  hours  of 
thought  and  laborious  work  on  the  part  of  the  Chai^-man.  On  the  other 
hand,  I  would  feel  remiss  if  I  did  not  indicate  that  in  a  few  instances, 
the  report  gives  a  somewhat  different  impression  of  what  actually 
transpired  within  the  Subcommittee  sessions  to  the  best  of  my  recollec- 
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tion  and  notes.  Some  paragraphs  appear  to  be  irrelevant  and  not 
germane  to  the  subject  then  under  discussion: 

(1)  On  page  93,  last  paragraph,  I  recommend  deletion  of  the  entire 
paragraph  and  substitute  in  lieu  thereof  the  third  full  paragraph, 
page  45,  Chapter  7 — Finance,  beginning  ''The  current  cost  method 
would  be  unacceptable  .  .      etc.  (even  though  speculative). 

(2)  On  page  94,  delete  the  fifth  paragraph  'The  entire  Social 
Security  program  .  .      since  it  appears  to  denote  a  conservative  bias. 

(3)  Oil  pages  97  and  98,  rather  than  go  into  such  detail  on  the 
shape  of  deficit  and  cause,  would  not  a  general  statement  on  the 
difficulty  of  forecasting  suffice?  I  do  believe,  however,  that  it  is  im- 
portant to  bring  out  that  the  deficit  is  small  in  the  beginning  and  large 
at  the  end. 

(4)  On  page  99  the  fifth  and  sixth  paragraphs,  the  number  one 
economic  problem  is  unemployment  and  all  measures  must  be  taken 
to  overcome  it,  regardless  of  the  need  to  support  an  estimated  3  per- 
cent level  of  inflation. 

(5)  On  pages  99  and  100,  delete  the  reasons  given  for  the  decline  in 
productivity.  Many  reasons  exist  for  the  decline  and  it  seems  unneces- 
sary that  this  reference  be  included  in  the  report. 

(6)  On  pages  114  and  115,  delete  Section  D  since  it  distorts  the 
deliberations  of  the  Subcommittee.  (Section  C  is  also  not  fully  accu- 
rate, but  is  more  accurate  than  D.)  To  the  best  of  my  recollection,  a 
separate  vote  on  a  specific  tax  rate  increase  was  never  taken.  Rather, 
the  discussion  centered  around  a  shift  of  1.0  percent  of  Part  A  Medicare 
financing  to  general  revenues,  to  cover  a  1.0  percent  short-range  deficit 
in  the  OASDI  program.  While  there  was  some  mention  of  OASDI  tax 
rate  increases  takiug  place  at  the  same  time  the  Part  A  Medicare  tax  is 
decreased,  I  believe  the  Subcommittee  should  have  voted  on  the 
specffic  changes. 

Siace  these  specific  votes  were  not  taken,  the  Subcommittee  report 
should  not  imply  that  they  were. 

In  this  same  connection,  on  page  115,  the  last  paragraph,  delete  the 
clause  "per  the  Subcommittee's  recommendation"  siuce  the  Sub- 
committee did  not  make  this  recommendation. 

(7)  On  page  116,  last  paragraph,  there  is  no  justification  for  specu- 
lating as  to  whether  or  not  income  taxes  will  have  to  be  increased  to 
ftmd  Medicare.  The  government  has  other  sources  of  revenues — 
income  tax  money  is  only  one.  Also,  suggest  deleting  the  sentence: 
"Some  might  even  incur  a  higher  total  tax  burden  than  under  the 
present  system." — again,  speculation. 

(8)  Referriug  to  page  117,  subparagraph  B,  and  continuing  on  page 
118,  I  cannot  concur  that  a  recommendation  be  included  in  this  report 
to  the  effect  that  the  retirement  age  be  gradually  increased  beginning  in 
2005.  It  is  premature  to  make  such  a  recommendation  for  the  21st 
century. 

Had  financing  not  been  the  crucial  consideration,  I  would  have  urged 
an  even  earlier  retirement  age  than  provided  under  the  present  system, 
especially  in  view  of  the  current  economic  situation. 

While  these  comments  are  directed  specifically  at  the  Report  of  the 
Subcommittee  on  Financuig,  they  also  can  be  applied  ui  substance  to 
Chapter  7  of  the  Council's  report.^ 


1  Mr.  Arnold  and  Mr.  Cleary  concur  with  this  statement  as  it  applies  to  Chapter  7. 
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Report  by  the  Actuarial  and  Economic  Consultants  to  the 
Social  Security  Advisory  Council  Subcommittee  on  Financing 

Our  review  of  the  financing  of  the  Social  Security  program  was 
confined  to  a  few  key  issues,  because  of  the  short  period  that  was 
available.^  This  report  summarizes  our  conclusions  regarding  those 
issues  which  we  consider  most  important;  as  noted  below,  it  is  sup- 
plemented by  a  separate  report  on  "decoupling." 

1.  method  of  financing 

The  OASDI  program  is  a  national  program  requiring  compulsory 
participation  by  the  vast  majority  of  employees,  and  presumably  will 
continue  to  operate  during  all  years  in  the  future.  These  unique 
characteristics  are  the  bases  for  our  support  of  the  conclusion  that  the 
current-cost  method  of  financing  the  program  provides  sufficient 
assurance  that  funds  will  be  available  to  pay  benefits  as  they  become 
due. 

Under  the  current- cost  method  of  financing,  the  amount  of  taxes  to 
be  collected  each  year  is  intended  to  be  approximately  equal  to  the 
benefits  paid  during  that  year.^  The  projected  pattern  of  benefits 
which  will  be  payable,  under  present  law,  results  in  the  need  for  an 
increasing  tax  rate  over  the  next  75  years.  An  increase  in  the  tax  rate 
is  already  legislated  for  the  year  2011.  In  fact  estimates  which  we 
consider  reasonable  indicate  that  the  tax  rates  will  have  to  be  higher 
than  those  now  specified  in  the  law. 

The  purpose  of  the  Trust  Fund  under  current-cost  financing  is  to 
reflect  all  financial  transactions  and  to  absorb  temporary  fluctuations 
in  the  relative  level  of  income  and  expenditures.  Thus,  whatever 
"normal"  (or  target)  level  is  established  for  the  fund,  it  is  to  be  ex- 
pected that  the  fund  will  vary  from  that  level  as  it  absorbs  those 
fluctuations.  There  is  no  definitive  basis  for  establishing  such  a  normal 
level, ^  and  the  present  level  (approximately  70  percent  of  one  year's 
outgo)  is  within  the  range  of  reasonable  values.  It  is  projected  that 
the  Trust  Fund  will  decrease,  in  relation  to  outgo,  over  the  next 
several  years.  Nevertheless,  the  Trust  Fund  should  be  adequate  to 
fulfill  its  function,  and  any  action  to  increase  its  level  (relative  to 
outgo)  can  be  implemented  over  an  extended  period  of  time. 

The  requirements  for  future  increases  in  the  tax  rate,  and  the  relatively 
small  size  of  the  Trust  Fund,  do  not  conflict  with  the  conclusion  that 
the  current-cost  method  of  financing  is  actuarially  ^.ound  for  this  social 
insurance  program.  Accumulation  of  a  substantially  larger  Trust  Fund, 
by  raising  taxes  now,  would  not  increase  the  actuarial  adequacy  of 
the  program;  however  (as  noted  in  Section  4  below)  the  economic  and 
social  consequences  of  alternative  tax  schedules,  and  resulting  Trust 
Fund  levels,  are  not  fully  understood  and  should  be  investigated 
further. 

There  has  been  a  substantial  number  of  articles  in  the  public  press 
which  reflect  the  erroneous  conclusion  that  the  financing  of  the 
program  is  inadequate  because  there  are  not  large  (e.g.,  on  the  order 
of  $2  trillion)  reserve  funds.  That  conclusion  is  based  on  lack  of 


1  la  particular,  we  did  very  little  analysis  of  the  disability  and  medicare  aspects  of  the  program. 

2  There  are  also  other  factors— expenses,  interest  on  investments,  and  the  desired  increase  in  the  Trust 
Funds— which  have  relatively  minor  effect.  j   •  ■ 

3  However,  one  of  the  consultants  strongly  believes  that  it  should  equal  one  year's  benefits  plus  admims- 
trative  expenses. 
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recognition  of  the  unique  characteristics  of  this  program;  instead,  the 
attempt  is  made  to  apply  standards  that  are  appropriate  for  an 
insurance  company,  private  pension  plan,  or  other  arrangement  that 
cannot  anticipate  indefinite  continuation  of  its  operations.  In  that 
type  of  operation,  the  liabilities  that  have  accrued  should,  as  an 
ultimate  goal,  be  offset  by  investments;  thus  there  is  reliance  on 
future  mcome,  and  repayment  of  principal,  that  is  expected  from 
those  investments.  It  should  be  particularly  noted  that  U.S.  Govern- 
ment Bonds,  and  hence  reliance  upon  the  future  taxing  power  of  the 
government,  are  generally  considered  the  most  secure  form  of  invest- 
ment vdih  respect  to  assurance  of  timely  payment  of  interest  and 
principal. 

Financing  of  the  Social  Security  program  relies  directly  upon  the 
future  taxing  power  of  the  U.S.  The  substitution  of  U.S.  Government 
Bonds  (or  any  other  investment)  would  create  a  formal  contractual 
obligation  to  provide  that  future  income,  but  there  is  no  reason  to 
beUeve  that  under  the  current  procedure,  based  on  congressional 
intent,  there  is  any  less  assurance  that  funds  will  be  available  to  pay 
future  benefits. 

2.  VARIABILITY  OF  BENEFITS  AND  COSTS 

Under  current  law,  benefits  that  will  be  provided  to  future  retirees 
are  related,  in  a  complicated  way,  to  increases  in  the  Consumer  Price 
Index  (CPI)  and  to  earnings.  Thus  two  important  relations  are  quite 
sensitive  to  the  rate  of  change  in  the  CPI,  as  well  as  to  the  rate  of 
change  in  earnings  levels.  These  relationships  are: 

(A)  An  individual  payee's  ''replacement  ratio,"  which  is  his 
initial  benefit  level  di^dded  by  his  immediately  preceding  earnings 
level. 

(B)  The  aggregate  benefit  pa3^ments  for  an}^  year  as  compared 
with  that  year's  taxable  pa3Toll;  that  is  the  approximate  tax  rate 
appropriate  for  that  year  under  the  current-cost  method  of 
financing. 

We  have  submitted  a  separate  report  describing  a  proposal  to  ''de- 
couple" initial  benefit  determinations  from  changes  that  have  occurred 
in  the  CPI.*  Such  initial  benefit  determinations  would  depend  on]y 
on  changes  that  have  occurred  in  earnings  levels. 

The  primary  result  of  this  decoupling  is  to  make  the  sA^stem  much 
less  sensitive  to  changes  in  economic  conditions.  For  all  practical 
purposes,  replacement  ratios  would  become  independent  of  the  level 
of  changes  in  earnings  or  CPI,  and  the  tax  rate  appropriate  for  each 
year  would  be  less  affected  b}^  changes  in  earnings  or  CPI  than  under 
present  law.  A  secondary  result  is  that,  using  the  assumptions  of  the 
1974  Trustees  Report,  there  is  a  decrease  in  the  estimated  long-range 
deficits  (as  indicated  in  Section  3,  below). 

3.  ASSUMPTIONS  AND  ESTIMATES 

We  gave  extensive  consideration  to  the  conclusion,  in  the  1974 
Trustees  Report  for  the  OASDI  program,  that  there  is  an  "actuarial 
deficit";  that  is,  that  future  benefits  will  require  more  funds  that 
will  be  produced  by  the  tax  schedule  in  the  law. 


*  CPI  changes  would  continue  to  affect  the  adjustments  of  benefits  after  they  have  commenced. 
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Of  course,  when  projections  are  made  for  75  years  into  the  future, 
and  involve  pohtical,  social,  and  economic  forces — as  well  as  natural 
forces  such  as  mortality  and  fertility — it  is  not  unHkely  that  actual 
experience  may  depart  significantly  from  the  assumed  results.  Never- 
theless, we  find  the  Trustees'  conclusion  is  a  reasonable  indicator  of 
future  experience,  subject  to  the  following  comments: 

(A)  The  actuarial  deficit  will  be  significantly  affected  by 
future  changes  in  the  CPI,  as  well  as  by  the  difference  between 
those  changes  and  changes  in  earnings  levels.  It  is  very  difficult 
to  predict  these  effects,  and  our  concurrence  with  the  Trustees' 

^  assumptions  ^  is  not  utianimous.  As  noted  in  Section  2  above,  we 
recommend  that  the  program  be  ''decoupled"  in  order  to  be  less 
sensitive  to  those  effects. 

(B)  Future  fertility  rates  will  have  substantial  effect  on  the 
program,  and  there  is  no  rehable  basis  for  predicting  them. 
While  a  return  to  the  replacement  rate  of  2.1  for  total  fertility 
seems  reasonable  (the  present  rate  is  less  than  that),  two  con- 
sultants expressed  doubts  about  such  an  increase.  In  any  event, 
there  is  a  need  to  closely  monitor  fertility  trends. 

(C)  While  it  seems  reasonably  certain  that  future  benefits  will 
require  more  financing  than  will  be  produced  by  the  tax  schedule 
in  present  law,^  it  is  important  to  recognize  the  yearly  pattern 
of  this  ''actuarial  deficit."  The  situation  is  not  adequately 
indicated  by  a  single  figure,  such  as  the  2.98%  "average"  deficit 
for  OASDI,  even  though  the  latter  is  a  convenient  description 
of  the  results.  For  example,  data  shown  below  at  15-year 
intervals  provide  significant  additional  information.  In  addition 
to  showing  the  expected  actuarial  deficits  for  OASDI  under  cur- 
rent law,  as  estimated  in  the  1974  Trustees  Report,  there  is  also 
shown  below  an  indication  of  the  deficit  if  the  program  is  de- 
coupled as  we  suggest.^ 

ESTIMATED  DEFICIT,  AS  PERCENTAGE  OF  TAXABLE  PAYROLL 


Year  Current  law  Decoupled 


1985      0.54  0.7 

2000... _         1.41  1.5 

2015....    2.24  1.4 

2030     5.70  3.9 

2045      5.96  3.6 


Average        2.98  2.1 


While  these  figures  do  not  clearly  indicate  all  the  annual  variations 
estimated  to  occur  over  the  next  75  years,  they  do  give  a  much  more 
useful  indication  of  future  results  than  is  provided  by  the  average 
annual  deficit.  Note  that  the  1974  Trustees  Report  shows  current-cost 
estimates  at  5-year  intervals  (e.g.,  Table  22),  but  does  not  explicitly 
compare  them  with  the  tax  rates  in  the  law.  Thus  the  incidence  ol 
future  deficits  (or  surpluses)  is  not  evident.  It  would  be  helpful  if  such 
a  comparison  were  explicitly  set  forth  in  future  Trustee  Reports. 

5  The  long-range  assumptions  are:  3  percent  annual  increase  in  CPI  and  5  percent  annual  increase 
in  earnings,  so  that  the  annual  difference  between  CPI  and  earnings  changes  equal  2  percent. 

8  This  is  likely  to  be  true,  even  if  the  decoupling  proposal  referred  to  above  is  adopted. 

'  Decoupling  can  be  achieved  in  various  ways,  and  the  precise  form  selected  will  determine  the  costs 
but  the  figures  give  an  indication  of  the  probable  result.  One  consultant  believes  that  the  deficit  could  be 
even  further  reduced  by  a  satisfactory,  but  somewhat  more  complex,  alternative  decoupling  formula. 
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Based  on  the  figures  shown  for  the  decoupled  program,  a  deficit  will 
occur  within  the  next  few  years,  but  it  does  not  exceed  1  percent  of 
paAToll  until  almost  1995;  projections  over  this  short-term  period  are 
fairly  reliable.  The  longer-term  projections  show  substantially  higher 
deficits  (about  3.5  percent  of  payroll),  but  are  also  less  reliable;  actual 
deficits  could  be  significantly  more  or  less. 

4.  WIDER  IMPLICATIONS 

The  most  significant  aspect  of  the  Social  Security  cost  projections 
is  that  they  require  an  estimate  to  be  made  of  certain  conditions  which 
will  exist  in  the  middle  of  the  next  century.  Assumptions  which  we 
consider  to  be  reasonable  produce  results  so  different  from  the  current 
situation  that  attention  should  be  directed  toward  the  overall  impli- 
cations of  those  results,  rather  than  toward  their  effect  on  the  single 
issue  of  OASDI  financing. 

One  of  these  assumptions  is  the  future  composition  of  the  U.S. 
population.  Aside  from  the  difficulties  inherent  in  projecting  birth 
rates,  it  is  probably  more  important  to  recognize  that,  £f  the  population 
composition  changes  in  accordance  with  these  estimates,  there  are 
likely  to  be  substantial  effects  on  many  of  our  social  and  economic 
arrangements.  The  1972  Report  of  the  Commission  on  Population 
Growth  and  the  American  Future  dealt  with  many  of  these  issues,  but 
it  limited  its  study  to  the  period  up  to  the  year  2000;  during  that 
period  OASDI  financing  is  in  fairly  good  balance.  In  order  to  put  the 
issue  of  OASDI  financing  (and  thus — of  necessit}^ — the  issue  of  benefit 
levels,  eligibility  requirements,  etc.)  in  proper  perspective,  it  would  be 
desirable  to  extend  to  the  year  2050  the  analysis  of  possible  effects 
throughout  our  society  of  anticipated  population  changes. 

Similarl}^,  future  changes  in  earnings  rates  and  CPI  can  have  sub- 
stantial effects  on  OASDI  (although,  as  noted,  these  would  cause  less 
problems  if  the  program  is  decoupled).  If  (as  some  authorities  have 
suggested)  the  annual  increase  in  ''real"  earnings  rates  is  less  than  the 
assumed  2  percent,  the  program,  as  defined  by  present  law,  would  get 
substantially  out  of  balance.  However,  it  is  likely  that  such  a  change 
in  growth  of  real  earnings  (and  presumably  of  productivity)  would 
have  substantial  ramifications  throughout  our  economic  and  social 
structure. 

In  any  event,  the  OASDI  program  has  become  a  major  source  of 
financing  retirement,  and  it  has  effects  on  private  pensions  and  indi- 
vidual savings.  The  implications  of  this  on  the  nation's  capital  stock 
and  the  entire  econom}^  need  further  study  and  consideration. 

Therefore,  in  the  broader  perspective  of  probable  future  develop- 
ments, stud}^  should  be  given  to  questions  such  as:  Will  projected 
OASDI  benefit  payments  become  unduly  burdensome  on  our  econ- 
omy? Will  pa3n:-olls  continue  to  be  an  acceptable  basis  for  allocating 
the  required  taxes?  Will  the  current-cost  method  of  financing  continue 
to  be  consistent  with  other  economic  and  social  goals? 

Phillip  Cagan,  Professor  of  Economics,  Columbia  University;  and 
Senior  Staff  Member,  National  Bureau  of  Economic  Research. 

Martin  Feldstein,  Professor  of  Economics,  Harvard  University.  ^ 

Robert  J.  Myers,  Professor  of  Actuarial  Science,  Temple  University; 
former  Chief  Actuary,  Social  Security  Administration. 
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Charles  E.  Trowbridge,  Senior  Vice  President  and  Chief  Actuary, 
The  Bankers  Life;  former  Chief  Actuary,  Social  Security  Admin- 
istration. 

Howard  Young,  Consulting  Actuary;  Special  Consultant  to  the 
President,  International  Union,  UAW. 

Decoupling  of  OASDI  System 

Your  consultants  suggest  to  the  Subcommittee,  and  hence  to  the 
entire  Advisory  Council,  that  the  Council  recommend  the  gradual 
phasing  out  of  the  ''coupled"  OASDI  system  now  established  by  law, 
and  the  phasing  in  of  a  ''decoupled"  system,  the  outlines  of  which  are 
the  subject  of  this  memo. 

RATIONALE 

We  recognize  that  the  rationale  behind  this  suggestion  is  not  im- 
mediately apparent.  We  do  not  claim  that  a  decoupled  system  is  per  se 
superior  to  a  coupled  one.  The  case  for  the  decoupled  approach  has 
been  made  in  discussions  we  have  had  with  the  Subcommittee,  but 
will  be  summarized  here. 

The  goal  of  the  decoupling  suggestion  is  to  improve  the  stability  of 
the  OASDI  system  under  conditions  of  price  and  wage  inflation. 

The  current  system  has  provisions  by  which  benefits  in  course  of 
payment  are  adjusted  to  reflect  increases  in  prices,  as  measured  by 
the  Consumer  Price  Index.  The  decoupling  proposal  would  not  change 
this  feature. 

Under  the  present  system,  potential  benefits  for  those  still  at  work 
are  "coupled"  with  benefits  for  those  already  beneficiaries,  and  hence 
also  reflect  consumer  price  increases.  Since  the  benefits  of  the  OASDI 
system  are  wage-related,  potential  benefits  also  reflect  increases  in 
wages,  but  only  in  part.  Certain  technicalities  prevent  the  full  recogni- 
tion of  wage  increases. 

The  difficulty  that  decoupling  is  intended  to  cure  is  that  potential 
benefits  do  not  increase  directly  with  average  wages  (as  one  would 
expect  in  a  wage-related  system) ,  but  instead  increase  in  a  complicated 
way,  mixing  consumer  price  increases  with  a  portion  (something  less 
than  half)  of  wage  increases.  This  mixed  rate  will  be  always  greater 
than  the  CPI  increase,  but  it  may  be  either  greater  or  less  than  the 
average  wage  increase.  The  important  replacement  ratio  (the  percent- 
age that  the  old-age,  survivor,  or  disability  income  bears  to  the 
worker's  wages  just  prior  to  becoming  a  beneficiary)  is  therefore 
unstable.  It  rises  when  the  gain  in  real  wages  is  small,  falls  when  it  is 
large.  This  instability  not  only  thwarts  good  pension  design,  but  it 
makes  future  cost  estimates  depend  heavily  upon  price  and  wage 
increase  rates,  over  which  the  system  can  exercise  no  effective  control. 

A  decoupled  system  can  be  designed  to  correct  this  instability, 
without  negative  effect  on  other  aspects  of  the  system.  Potential 
benefits  for  those  still  working  would  fully  reflect  increase  in  average 
wages,  but  would  be  made  independent  of  CPI  changes.  Replacement 
ratios,  wherever  they  may  be  set  initially,  are  therefore  preserved, 
since  potential  benefits  and  wages  increase  together. 
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COST  EFFECTS 

If  the  gain  in  real  wages  happens  to  follow  the  2  percent  assumption 
chosen  by  the  Social  Security  Administration  for  long  range  cost 
estimate  purposes,  then  replacement  ratios  will  tend  to  rise — not  so 
much  in  the  near  future,  but  after  20  years  or  so.  Increasing  replace- 
ment ratios  are  responsible  for  a  part  of  the  deficit  shown  in  the  most 
recent  Trustees  report.  The  adoption  of  a  decoupling  proposal  would 
therefore  be  helpful  in  reducing  the  deficit. 

It  is  important  to  realize,  however,  that  a  decoupling  proposal  is 
not  necessarily  a  cost-reducing  one.  If  gains  in  real  wages  were  to 
average  3  percent  annually,  replacement  ratios  under  the  coupled 
system  would  slowly  fall.  IJnder  these  circumstances  a  decoupled 
system  would  prevent  replacement  ratio  deterioration,  and  hence 
be  more  costly  than  the  present  coupled  system. 

Your  consultants  recommend  the  decoupled  system  because  of  its 
improved  stability  under  forces  of  inflation,  not  because  it  appears 
to  reduce  the  actuarial  deficit.  The  fact  that  decoupling  would  improve 
the  actuarial  balance  (under  assumptions  which  the  consultants  find 
reasonable)  also  commends  it  to  us — but  we  would  recommend  it 
even  if  we  thought  that  the  effect  would  be  in  the  opposite  direction. 

THE  AVERAGE  INDEXED  MONTHLY  WAGE 

As  a  first  step  toward  achieving  our  objectives,  we  suggest  that 
benefits  be  based  on  an  ''average  indexed  monthly  wage". 

We  propose  no  change  in  the  averaging  periods,  in  the  rules  about 
dropout  years,  or  any  other  feature  of  the  AMW  calculation,  except 
that  an  indexing  system  will  be  applied  to  change  the  AMW  to  an 
AIMW  (average  indexed  monthly  wage). 

The  wage  record  of  any  past  year  is  indexed  by  multiplying  it  by 
the  ratio  that  average  wages  of  the  most  recent  calendar  year  bear  to 
the  average  wages  of  the  year  being  indexed.  For  this  purpose,  average 
wages  for  a  calendar  year  are  determined  b}^  the  same  method  as  is 
currently  used  for  adjustment  of  the  taxable  earnings  base  and  the 
exempt  amounts  under  the  retirement  test. 

In  effect  each  year's  wage  record  is  being  adjusted  to  current  wage 
levels.  Under  conditions  of  continuously  rising  wage  levels^  the  AIMW 
will  always  be  higher  than  the  AMW,  with  the  difference  depending 
upon  how  recent  the  record  is.  When  the  averaging  period  is  long  (as 
it  is  in  retirement  situations)  the  AIMW  will  be  substantially  greater 
than  the  AMW — but  for  short  and  recent  wage  records  (as  in  young- 
age  death  or  disability  situations)  the  AIMW  will  only  be  slightly 
larger  than  the  presently  defined  AMW. 

The  AIMW  maintains  for  all  past  years  the  relative  earnings  of  a 
worker  in  relation  to  the  average  earnings  of  all  workers.  The  AMW 
does  not  do  so,  because  it  depends  heavily  on  how  man}^  of  the  most 
recent  years,  and  how  few  of  much  earlier  years,  are  included  in  the 
average.  The  consultants  therefore  consider  the  AIMW  superior  to 
the  AMW  in  achieving  equit}^  between  genreations  of  workers. 
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THE  PRIMARY  INSURANCE  AMOUNT 

We  suggest  that  the  primar}^  insurance  amount  (PIA)  on  which  all 
OASDI  benefits  are  based  be  calculated  by  a  simple  two-term  formula 
of  the  following  form : 

PIA=$^+5%  of  AIMW 

The  $^  would  rise  as  average  wages  rise  (in  accordance  with  the 
same  average  wage  index  as  used  in  calculation  of  the  AlMW,  which 
is  also  the  index  used  under  present  law  in  adjusting  the  taxable  earn- 
ings base).  The  B  percent  would  remain  level,  but  the  AIMW  would 
change  each  year  with  the  average  wage  index.  The  PIA  itself  would 
therefore  go  up  as  fast  as  wages,  and  replacement  ratios  could  be 
expected  to  remain  constant  over  time. 

The  setting  of  the  $^  and  B  percent  would  determine  replacement 
ratios  under  the  new  s^^stem.  Unless  there  are  good  reasons  to  set 
replacement  ratios  either  higher  or  lower  than  they  are  today,  A  and 
B  would  be  set  to  reproduce,  as  closely  as  possible,  the  PIA's  of  those 
becoming  beneficiaries  in  year  y  under  the  coupled  system,  where  y  is 
the  effective  year  of  change  to  the  decoupled  system.  The  fit  can  be 
quite  close  for  all  levels  of  income,  though  obviously  few  beneficiaries 
will  be  fit  exactly,  many  having  slightly  greater  benefits  in  year  y  than 
formerly,  but  some  having  smaller  new-foimula  benefits.  The  new- 
formula  benefits  are  likely  to  be  the  smaller  when  the  AMW  and  the 
AIMW  are  close  together,  as  when  workers  die  or  become  disabled  at 
the  younger  ages. 

The  attached  illustration  is  intended  to  demonstrate  that  PIA's  for 
those  becoming  beneficiaries  in  1975  under  the  old  system  can  be  fit 
rather  closely  by  the  procedure  suggested.  For  this  illustration  ^  =  $85 
and  5=28  percent.  If  the  change  were  delayed  to  1976  or  later  some 
modification  of  the  value  of  A  and/or  B  would  be  needed  to  produce 
a  satisfactory  fit. 

THE  PHASING-IN  PROCESS 

The  consultants  have  no  intention  of  reducing  benefits  when  the 
new  formula  produces  a  lower  result  than  the  old  one.  It  is  clearly 
important  that  the  new  beneficiary  of  j^ear  y  actually  receive  the 
greater  of  the  new-formula  PIA  and  the  old-system  PIA.  For  those 
becoming  beneficiaries  after  year  y  the  same  comparison  is  to  be  made, 
and  the  greater  benefit  granted;  with  the  understanding,  however, 
that  the  old-system  benefit  table  will  not  be  updated  for  CPI  changes 
after  year  y.  As  time  goes  on,  the  new-formula  result  (dynamic  with 
average  wages)  will  be  greater  than  the  PIA  from  the  old  system 
(static  at  the  year  y  level)  for  a  larger  and  larger  percentage  of  the 
new  beneficiaries,  and  the  old  system  will  be  slowly  phased  out.  The 
young-age  death  and  disability  cases  will  likely  be  the  last  to  be  pay- 
able on  the  new  formula. 

THE  TRANSITION  PROBLEM  AT  RETIREMENT 

There  is  an  important  technical  advantage  in  the  present  coupled 
system  in  that  problems  of  consistency  between  potential  and  actual 
benefits  are  neatly  avoided.  The  PIA  is  essentially  independent  of  the 
worker's  choice  as  to  when  he  retires,  and  the  worker  who  retires  in  any 
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month  gets  the  same  benefit  as  the  otherwise  similar  worker  who 
retires  one  month  later. 

Under  the  decoupled  system  potential  benefits  are  increasing  with 
average  wages,  while  benefits  after  retirement  are  increasing  with  the 
CPI.  Details  of  the  timing  of  the  CPI  increases,  of  the  timing  of 
increases  in  the  $^1,  and  of  the  exact  time  period  to  which  wage 
records  are  indexed  must  all  be  worked  out  to  avoid  inequities  and  to 
minimize  incentives  either  to  hasten  or  to  postpone  retirement. 

The  consultants  are  developing  a  set  of  procedures  to  best  solve  this 
technical  problem.  They  have  considered  this  matter  in  sufficient 
depth  to  conclude  that  a  satisfactory  solution  exists.  Recommendations 
as  to  the  details  will  be  furnished  when  needed. 

SIDE  EFFECTS 

Although  decoupling  is  proposed  to  improve  the  stability  of  the 
replacement  ratios,  and  hence  to  avoid  their  drift  either  upward  or 
downward  as  prices  and  wages  change  in  relation  to  each  other,  the 
proposal  will  have  effects  on  certain  other  internal  relationships. 
The  consultants  consider  these  effects  as  improving  the  general  level 
of  equity  between  various  members  of  the  system;  but  others  might 
have  different  views.  The  most  important  of  these  side  effects  are  the 
following : 

1.  The  present  s^^stem  provides  higher  replacement  ratios  in 
young-age  death  and  disability  situations  than  for  workers  who 
work  to  retirement,  or  who  die  or  become  disabled  later  in  their 
careers.  This  feature  of  the  present  law  was  not  intended,  and  has 
been  the  target  of  considerable  criticism,  particularly  since  the 
young  worker  has  contributed  to  the  s^^stem  for  such  a  short 
period  of  time. 

The  wage  indexing  feature  of  the  new  system  makes  unim- 
portant the  differences  in  how  recent  the  wage  record  may  be; 
and  in  effect  equalizes  the  replacement  ratios  between  young  and 
old.  The  young-age  advantage  persists  for  quite  some  period  of 
time  since  it  phases  out  very  slowly;  but  it  ^vill  eventually 
disappear.^ 

2.  The  present  system  treats  very  differently  the  worker 
covered  under  the  system  for  only  a  portion  of  his  career, 
depending  on  whether  the  covered  years  were  at  the  3^oung 
adult  ages  or  at  ages  close  to  retirement.  The  worker  retiring  today 
wdth  10  years  of  covered  service  ending  30  years  ago  has  a  much 
smaller  AMW,  and  hence  a  smaller  PIA,  than  the  othermse 
similar  worker  who  was  in  covered  employment  in  the  10  years 
just  ended. 

The  wage  indexing  feature  of  the  new  system  removes  these 
differences,  by  bringing  benefits  for  early-career  workers  (quite 
often  women  who  worked  prior  to  marriage)  up  to  the  level  of 
short-service-in-late-career  workers. 

3.  It  is  our  understanding  that  the  Council  has  voted  to  recom- 
mend that  the  $93.80  minimum  PIA  not  be  increased,  even 
though  other  benefits  go  up  with  the  CPI.  Such  an  effect  would 
take  place  automaticall}^  under  this  proposal,  as  soon  as  the  new 


»  Two  of  the  consultants  suggest  that  there  are  ai^uments  for  higher  replacement  ratios  in  death  or  disa- 
bility situations,  and  recommend  that  such  ratios  be  determined  separately,  rather  than  using  the  formual 
applicable  to  old-age  benefits. 
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system  became  effective,  because  the  old-system  benefit  table 
(which  carries  the  minimum  PIA)  would  then  become  static. 
It  should  be  pointed  out,  however,  that  the  $A  in  the  proposed 
PIA  formula  becomes  a  new  form  of  a  minimum  PIA,  gradually 
replacing  the  old.  Moreover,  the  $A  is  indexed  to  average  wages, 
and  will  rise  over  time.  Windfall  benefits  for  those  with  very 
short  covered  service  can  not  be  ehminated  by  the  decoupling 
procedure,  unless  the  $A  is  somehow  reduced  for  short  covered 
service.  The  lengthening  of  the  required  quarters  of  coverage  for 
the  fully  insured  status  will  be  of  some  help  in  this  regard. 

SIMPLIFICATION 

The  replacement  of  the  AMW  by  the  AIMW  perhaps  leads  to  some 
element  of  complication  in  an  abeady  extremely  complicated  system. 
That  the  wage  indexing  principle  is  already  employed  in  the  adjust- 
ment of  the  taxable  earnings  base  (and  the  exempt  amounts  under 
the  retirement  test)  makes  the  public  understanding  easier. 

The  replacement  of  the  extremely  complicated  formula  underlying 
the  benefit  table  used  in  the  current  system  by  the  very  simple  two- 
term  PIA  formula  proposed  is  an  important  step  toward  ease  of 
explanation.  The  important  replacement  ratio,  for  example,  is  B-{- 
^/AIMW,  essentially  independent  of  everything  except  where  the 
worker  has  been,  relative  to  others,  in  the  wage  distribution. 

CONCLUSION 

The  consultants  recommend  the  decoupled  approach  here  outlined 
without  reservation.  We  recognize  that  this  proposal  is  not  completely 
worked  out  in  all  detail,  and  that  its  structure  is  somewhat  foreign 
to  that  of  the  extremely  complicated  system  we  live  with  today.  We 
trust  that  the  Council  can  look  beyond  the  form  and  to  the  substance 
of  these  proposals.  We  believe  it  will  find  them  sound. 

ILLUSTRATION  OF  FIT— 1975  AS  YEAR  WHEN  NEW  SYSTEM  IS  FIRST  EFFECTIVE.  FOR  PERSONS  WITH  EARNINGS 
HISTORY  OF  SAME  STEEPNESS  AS  AVERAGE  WAGEi 

Old  system  Proposed  formula 


Final  (1974)  pay 

AMW 

PIA 

AIMW 

PIA  3 

Male  worker  retiring  at  age  65  in  1975: 2 

$200    

$127 

$139 

$200 

$141 

$400   

254 

196 

400 

197 

$600     

381 

251 

600 

253 

$800   

508 

303 

800 

309 

$1,100  4    

542 

316 

837 

319 

Worker  born  in  1939  6— dying  or  becoming 

disabled  in  1975: 

$200    

153 

151 

200 

141 

$400    

306 

218 

400 

197 

$600   

459 

282 

600 

253 

$800  

612 

349 

800 

309 

$1,100  i   

685 

376 

883 

332 

1  Where  earnings  history  is  steeper  than  average  wages,  PIA  under  old  system  more  likely  to  be  the  larger.  Where 
earnings  history  is  flatter  than  average  wages,  proposed  formula  more  likely  to  produce  greater  PIA. 

2  For  females  reach!  ng  age  65  in  1975,  old  system  produces  slightly  higher  results  than  males,  because  of  shorter  averag- 
ing period.  Proposed  formula  treats  males  and  females  alike,  because  wage  indexing  makes  difference  in  averaging  period 
unimportant.  Averaging  period  pulled  together,  in  either  system,  for  age  65  retirements  in  1978  or  later. 

3  PIA  formula  $85  plus  28  percent  of  AIMW.  A  slightly  modified  formula  would  be  required  if  first  effective  date  of  new 
system  was  to  be  1976  or  later. 

*  Maximum  taxable  earnings  case.  AMW,  AIMW,  and  PIA  all  reflect  history  of  taxable  earnings  base— rather  than 
earnings  history  of  worker. 

6  Lower  result  under  proposed  formula  less  noticeable  for  those  born  before  1939 — more  so  for  those  born  later. 
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Report  of  the  Subcommittee  on  the  Treatment  of  Men  and 
Women  Under  Social  Security  (With  Respect  to  Sex  and 
Marital  Status),  Advisory  Council  on  Social  Security 

introduction 

The  Subcommittee  on  the  Treatment  of  Men  and  Women  under 
Social  Security  (w4th  respect  to  sex  and  marital  status)  was  appointed 
by  the  Chairman  of  the  Advisory  Council  on  Social  Security,  W.  Allen 
Wallis,  during  the  Council's  first  meeting,  on  May  3,  1974,  to  consider 
differences  in  social  securit}^  benefits  and  costs  that  are  related  to  sex 
and  marital  status. 

The  members  of  the  Subcommittee  are  Edward  J.  Cleary,  Secretary- 
Treasurer,  Building  and  Construction  Trades  Council  of  Greater 
New  York,  AFL-CIO;  John  J.  Scanlon,  Executive  Vice  President  and 
Chief  Financial  Ofiicer  (Retired),  American  Telephone  and  Telegraph 
Company;  and  Rita  Ricardo  Campbell,  Senior  Fellow,  Hoover  In- 
stitution, Stanford  University,  Subcommittee  chairman.  During  its 
deliberations  the  Subcommittee  had  the  benefit  of  the  capable  as- 
sistance of  Mr.  Scanlon's  associate,  Therese  F.  Pick,  Personnel 
Director-Employee  Benefits,  American  Telephone  and  Telegraph 
Company. 

The  first  meeting  of  the  Subcommittee  was  held  in  Baltimore  on 
May  24.  Subsequent  meetings  were  held  in  Washington,  D.C.,  on 
June  30,  in  Chicago  on  August  4,  and  in  Washington  on  September  21, 
November  3,  and  December  7  and  8,  1974,  and  January  18,  1975.  All 
Subcommittee  meetings  were  open  to  the  public  and  notices  of  the 
meetings  were  published  in  the  Federal  Register. 

The  Subcommittee  appreciates  the  competent  and  efficient  technical 
advice  and  assistance  it  received  from  the  staff  of  the  Social  Security 
Administration  in  carrs^ing  out  its  work.  James  E.  Crum  of  the  Social 
Security  Administration's  Office  of  Program  Evaluation  and  Planning 
served  as  Executive  Secretar}^  of  the  Subcommittee. 

scope  of  study 

During  its  deliberations  the  Subconunittee  considered  the  following 
matters : 

1.  Social  security  provisions  of  the  law  that  are  different  for  men 
and  women,  including: 

a.  Different  dependency  requirements  for  spouses'  and  surviv- 
ing spouses'  benefits  for  men  and  women; 

b.  Provisions  for  a  secondary  benefit  for  categories  of  women 
(aged  divorced  wife  or  aged  or  disabled  divorced  wddow,  and 
mother  with  entitled  child  in  her  care)  and  not  for  the  comparable 
categories  of  men. 

c.  Differences  in  computation  of  benefit  eligibility  and  benefit 
amounts  based  on  a  man's  earnings,  as  compared  with  a  woman's, 
for  those  men  who  reached  age  62  (or  died  after  reaching  age  62) 
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during  1954-74.  (There  are  no  differences  for  workers  reaching  age 
62  after  1974.) 

2.  Inequities  in  benefits  as  related  to  taxes  paid  that  exist  between 
single  workers  and  married  workers. 

3.  Inequities  in  benefits  as  related  to  taxes  paid  by  married  women 
who  work  and  married  women  who  do  not  work  and/or  have  not 
worked  in  covered  employment. 

4.  The  treatment  under  social  security  of  married  persons  who  do 
not  work  outside  the  home,  and  the  pros  and  cons  of  permitting  them 
to  receive  benefits  on  the  basis  of  ''imputed  income"  for  work  done  in 
and  around  the  home  for  which  they  are  not  paid  wages. 

5.  The  different  effects  of  social  security  provisions  that  are  the 
same  for  working  men  and  working  women  who  are  permanently 
attached  to  the  labor  force  but,  because  of  the  nature  of  the  traditional 
jobs  held  by  women  and/or  the  typical  life  cycle  of  work  among 
women,  affect  women  differently  than  men — for  example,  the  special 
minimum  benefit. 

It  was  early  agreed  that  the  complex  issues  to  be  considered  by  the 
Subcommittee  in  respect  to  treatment  of  men  and  women,  married 
and  single,  under  social  security  are  intertwined  and  interdependent. 
It  was  also  recognized  that  any  package  of  recommendations  might 
prove  costly.  The  Subcommittee,  therefore,  agreed  that  all  decisions 
reached  during  the  course  of  its  deliberations  would  be  tentative  deci- 
sions until  finally  approved  for  submission  to  the  Council.  Thus 
tentative  decisions  reached  during  the  course  of  the  Subcommittee's 
deliberations  were  subject  to  continuing  review  and  revision  through- 
out its  deliberations. 

Socioeconomic  changes 

The  Subcommittee  discussed  in  considerable  depth  the  socio- 
economic changes  that  have  taken  place  since  the  enactment  of  the 
original  Social  Security  Act,  in  1935,  which  provided  only  a  primary 
benefit  upon  retirement  for  a  worker  based  on  cumulative  earnings 
and,  for  survivors,  a  lump-sum  benefit  less  any  benefits  received  by 
the  worker.  In  1939,  the  Act  was  amended  to  add  secondary  benefits 
for  dependents — wives,  widows,  and  children — of  workers.  The  1939 
amendments  changed  the  system  from  one  of  taxes  and  benefits  each 
on  an  individual  worker  basis  to  one  with  taxes  on  an  individual 
basis  and  benefits  on  a  famity  basis  and  assumed  in  general  that 
married  women  as  well  as  children  were  dependent  on  the  male  head 
of  the  household. 

Among  the  socioeconomic  changes  discussed  and  documented  were 
the  following: 

A  trend  away  from  early  marriages  started  some  15  years  ago,  and 
a  concomitant,  almost  continuous  decline  in  birth  rates  from  23.7 
births  per  1,000  population  in  1960,  to  18.2  in  1970  and  to  only 
14.8  for  the  12  months  ending  September  1974.^  Although  birth 
rates  per  1,000  population  were  also  low  in  1930,  21.3,  and  in  1940, 
19.4,  they  were  still  higher  than  currently.  Moreover,  since  then 
today's  newer  methods  of  birth  control,  changes  in  social  values, 
and  recent  great  improvement  in  the  infant  mortality  rate  (at  17.1 
per  1,000  live  births  for  January-June  1974,  as  compared  to  26.0 


1  U.S.  Department  of  Health,  Education,  and  Welfare.  Public  Health  Service;  1960:  Vital  Statistics  of  the 
United  States  1960,  Volume  1— Section  1,  p.  ^-1;  1970  and  1974:  Monthly  Vital  Statistics  Report,  Volume  19, 
No.  13.  p.  1,  and  Volume  23,  No.  9,  p.  1. 
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per  1,000  in  1960,  for  example),  all  point  to  a  probable  continuation 
of  a  relatively  low  level  of  number  of  births. 

Data  from  the  annual  survey  of  the  work  experience  of  the  population 
16  years  old  and  older  conducted  in  March  1974  by  the  Bureau  of  the 
Census  for  the  Bureau  of  Labor  Statistics  show  that  in  1973,  54 
percent  of  all  women  had  worked  at  some  time  during  the  year,  over 
two-thirds  of  them  at  full-time  jobs.  Among  the  regular  part-time 
women  workers,  a  group  which  has  been  increasing  steadily  over  the 
past  few  years,  6  million  worked  40  or  more  weeks  during  1973  while 
7  million  worked  less  than  this  amount.^  Today  in  all  industriaUzed 
societies,  the  greater  the  percentage  of  women  working,  the  lower  the 
birth  rate. 

Smaller  families  have  reduced  the  demands  on  women  or  on  other 
family  members  to  perform  domestic  duties  within  the  home.  In 
addition,  especially  in  the  United  States,  the  increasing  level  and  use 
of  technology  in  the  home — automatic  washing  machines  and  dryers, 
self-defrosting  refrigerators,  permanent-press  clothing,  readily  avail- 
able partially  prepared  foods,  and  their  purchase  as  the  family  income 
rises  when  more  than  one  person  in  the  family  works — have  also 
greatly  reduced  the  domestic  workload  of  married  women,  with  or 
without  children.  Concomitantly,  the  service  sector  of  the  economy 
has  greatly  expanded,  offering  the  types  of  jobs  which  women  have 
traditionally  filled.  Labor  force  data,  which  pick  up  fewer  occasional 
or  intermittent  workers,  show  that  while  in  1920,  23  percent  of  all 
women  14  years  and  over  were  in  the  labor  force,  and  only  25  percent 
in  1940,  just  a  few  years  after  the  passage  of  the  Act  and  one  year 
after  its  important  1939  amendments,  the  proportion  has  increased 
to  34  percent  of  women  16  years  and  over  in  1950,  38  percent  in  1960, 
43  percent  in  1970,  and  45  percent  in  1973.^ 

Since  the  initiation  of  the  Social  Security  Act,  there  has  been  a 
revolution  in  the  structure  of  the  family.  Married  couples  with  only 
the  husband  working  no  longer  comprise  the  majority  of  families.  In 
March  1974  there  were  36.4  milHon  husband  and  wife  families  in 
which  the  husband  was  age  23  to  64.  Of  these  36.4  miUion  families, 
18.5  million,  or  51  percent,  were  families  in  which  both  the  husband 
and  the  wife  worked  in  1973.*  There  also  has  been  a  great  increase 
in  numbers  of  nonmarried  individuals  who  are  the  heads  of  families, 
including  women  (divorced,  separated,  deserted,  or  widowed)  who 
often  are  in  the  lowest-paying  occupations. 

In  March  1973,  15.4  million  women  were  heads  of  households;  23 
percent  of  all  the  households  in  the  United  States  were  headed  by 
women.  Of  these  women,  4.3  milHon  had  children  under  18  years  of 
age  and  2.8  million  had  relatives  other  than  husband  or  child  living 
with  them  (''husband"  if  present  would  be  the  ''head  of  household"  m 
Census  data)  and  8.2  miUion  women  lived  alone.^ 

Another  indication  of  the  changing  family  structure  is  the  increasmg 
divorce  rate;  bv  1970,  10  percent  of  all  males  and  12  percent  of  all 


2  U.S.  Department  of  Labor,  Bureau  of  Labor  Statistics,  Summary,  Special  Labor  Force  Report,  "Work 
Experience  of  the  Population  in  1973,"  September  1974,  p.  3.  T>»r.ov<^<.r,t 

s  1920  through  1970,  Economic  Report  of  the  President.  January  1973,  Table  21,  p.  91;  1973.  U.S.  Department 
of  Labor,  Bureau  of  Labor  Statistics,  Special  Labor  Force  Report  163,  1974,  p.  A-6.  . 

<  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  Current  Population  Reports,  Series  r-W,  No.  97, 
computed  from  the  table  on  p.  155.  ^    o   •    tj  on  xr^  o>;a 

5  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  Current  Population  Reports,  Senes  P-20,  No.  258, 
p.  86. 
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females  over  14  years  of  age  had  been  divorced  at  least  once.  Increas- 
ingly, one-parent  family  units  occur  for  a  reason  other  than  the  death 
of  the  husband  or  wife. 

Although  the  Subcommittee  has  not  ventured  to  estimate  the  antici- 
pated future  trends  of  these  socioeconomic  changes,  it  recognizes  that 
the  social  security  system  was  not  designed  to  handle  such  drastic 
famil}^  restructuring.  A  major  concept  on  which  the  system  as  amended 
through  the  3^ears  is  based  is  that  it  is  in  societ^^'s  interest  to  replace 
earnings  lost  by  retirement,  disability,  or  death. 

About  83  percent  of  wives  who  became  entitled  to  a  primary  benefit 
in  the  last  half  of  1969  based  on  their  own  earnings  and  whose  husbands 
were  age  65  or  over  or  were  receiving  retirement  benefits  did  not 
receive  any  supplemental  secondary  benefit.^  This  percentage  is  ex- 
pected to  increase.  B}^  1970,  68  percent  of  women  45-49  3^ears  of  age 
already  had  enough  quarters  of  covered  work  to  be  insured  for  their 
own  primary  benefit.^  Labor  force  data  indicate  that  this  percentage 
is  also  increasing.  At  the  end  of  1974,  about  2.6  million  aged  wives  of 
retired  workers  on  the  benefit  rolls — about  58  percent  of  all  such 
wives  on  the  benefit  rolls — were  receiving  only  a  secondary  benefit. 
It  is  expected  that  this  percentage  will  decline  graduall}^  over  the 
next  45  3^ears  or  so,  to  between  30  and  35  percent  in  2020  and  there- 
after, as  the  current  beneficiaries  become  widows  or  die  and  a  larger 
percentage  of  newly  entitled  wives  qualify  for  their  own  primary 
benefit. 

That  an  increasing  proportion  of  aged  wives  of  retired  workers 
receives  either  a  primary  benefit  or  a  primary  plus  some  part  of  a 
secondary  benefit  indicates  the  effect  of  women's  increasing  participa- 
tion in  the  labor  force  on  the  social  security  system.  Currently  about 
1.9  million  aged  wives  of  retired  workers  on  the  benefit  rolls — about 
42  percent  of  all  such  wives  now  on  the  rolls — are  getting  primary 
benefits  based  on  their  own  earnings. 

As  noted,  the  OASDI  tax  is  on  an  individual's  earnings  and  in  the 
case  of  a  married  worker  the  benefits  to  replace  earnings  may  include 
an  additional  amount  on  the  basis  of  presumed  need  of  other  members 
of  the  family.  The  present  provisions  for  spouse's  and  surviving 
spouse's  benefits  for  a  nonworking  spouse  mean  that  tv/o-earner 
families  may  be  treated  disadvantageously  as  compared  with  one- 
earner  families,  although  two-earner  families  are  in  the  majority  and 
have  geared  their  style  of  living  to  the  earnings  of  two  people. 

If  the  earnings  of  one  of  the  two  earners  in  a  family  are  not  high 
enough  to  result  in  a  benefit  equal  to  50  percent  of  the  other  earner's 
benefit,  the  family  will  get  no  more  in  benefits  than  they  would  have 
gotten  had  the  lower  paid  of  the  two  not  worked  and  paid  social 
security  taxes.  Similarly,  when  the  higher  paid  worker  dies,  the  sur- 
viving spouse  may  get  no  more  in  benefits  than  he  or  she  would  have 
gotten  without  having  worked  and  paid  taxes. 

The  concept  of  replacement  of  earnings  of  both  family  workers 
should  be  considered  as  compared  to  that  of  the  current  law,  which 
in  some  cases  (1)  provides  no  more  in  benefits  to  two-worker  (husband 
and  wife)  families  than  the  amount  of  benefits  based  only  on  the  earn- 
ings of  the  higher  paid  family  worker  plus  secondary  benefits  based  on 
this  worker's  earnings  and,  (2)  permits  the  anomaly  that  a  one-earner 


«  U.S.  Department  of  Health,  Education,  and  Welfare,  Social  Security  Administration,  Office  of  Research 
and  Statistics,  Preliminary  Findings  from  the  Survey  of  New  Beneficiaries,  Report  No.  9,  "Women  Newly- 
Entitled  to  Retired-Worker  Benefits,"  by  Virginia  Reno,  April  1973,  pp.  4-5. 
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family  may  receive  greater  social  security  benefits  (primary  and  sec- 
ondary) than  a  two-earner  family  of  equal  size  earning  the  same 
amount  and  paying  the  same  OASDI  taxes.  It  is  the  two-worker, 
husband  and  wife,  family  with  relatively  lower  wages  who  falls  within 
this  inequitable  category.  For  example,  assume  that  a  husband  has 
average  annual  earnings  under  social  security  of  $4,000,  and  his  wife 
has  average  annual  earnings  under  social  security  of  $4,000,  and  they 
both  reach  age  65  and  retire  in  early  1975.  The  monthly  retirement 
benefit  payable  to  the  man  is  $228.50,  and  the  monthly  benefit  pay- 
able to  his  wife  is  $228.50,  for  a  total  monthly  retirement  benefit  for 
this  couple  of  $457.00.  If  only  one  worker  in  a  family  had  earned  the 
sum  of  the  above  couple's  earnings,  and  had  average  annual  earnings 
of  $8,000,  the  monthly  primary  benefit  payable  to  that  worker  upon 
retirement  at  age  65  in  1975  would  be  $316.30,  and  one-half  of  that 
primary  for  the  non working  spouse  would  be  $158.15,  rounded  to 
$158.20  under  the  social  security  law,  totaling  $474.50  a  month  for 
this  couple.  Thus,  the  benefits  for  the  one-worker  family  would  amount 
to  $210.00  more  for  a  year  than  the  benefits  for  the  two-worker  famil}^ 
For  another  example,  assume  that  in  each  year  since  the  social 
security  program  began  a  husband  earned  60  percent  of  the  maximum 
taxable  base  in  effect  in  the  year,  and  his  wife  40  percent  of  the 
base,  and  they  both  reach  age  65  and  retire  in  early  1975.  The  monthly 
retirement  benefit  payable  to  the  man  is  $226.50,  and  the  monthly 
benefit  payable  to  his  wife  is  $179.60,  for  a  total  monthly  retirement 
benefit  for  this  couple  of  $406.10.  If  over  the  same  period  of  time  only 
one  worker  in  a  family  had  earned  the  sum  of  the  above  couple's 
earnings  or  the  maximum  taxable  base  in  effect  in  each  year,  the 
monthly  primary  benefit  payable  to  that  worker  upon  retirement  at 
age  65  in  1975  would  be  $316.30,  and  one-half  of  that  primary  for  the 
nonworking  spouse  would  be  $158.15,  rounded  to  $158.20  under  the 
social  security  law,  totaling  $474.50  a  month  for  this  couple.  Thus, 
the  benefits  for  the  one-worker  family  would  amount  to  $820.80 
more  for  a  year  than  the  benefits  for  the  two-worker  family. 

Some  increasing  participation  of  women  in  the  labor  force  was 
anticipated  in  part  of  the  arguments  used  to  support  provision  of 
secondary  benefits  in  1939.  The  Committee  on  Ways  and  Means  of 
the  House  of  Representatives,  and  the  Committee  on  Finance  of 
the  Senate,  stated  in  their  reports  on  the  1939  amendments: 

''Because  more  wives,  in  the  long  run,  ynW  build  up  wage 
credits  on  their  own  account,  as  a  result  of  their  own  emploj^ment, 
these  supplementary  allowances  will  add  but  little  to  the  ultimate 
cost  of  the  system."  ^ 
These  predictions  were  made  many  years  before  additional  amend- 
ments were  passed  which  liberalized   secondary  benefits   as,  for 
example,  by  providing  the  suiviving  aged  widow  with  100  percent  of 
her  husband's  primary  benefit.  The  secondary  benefits  being  paid  at  the 
end  of  1974  to  the  2.6  milhon  retired  workers'  aged  wives  who  were 
getting  onl}^  a  secondary  benefit  were  being  paid  at  an  annual  rate  of 
about  $3.2  bilHon,  and  to  the  3.8  million  aged  or  disabled  widows 
getting  only  a  secondary  benefit  at  an  annual  rate  of  about  $8.0 
billion. 


7  U.S.,  Congress,  House  of  Representatives,  Committee  on  Ways  and  Means,  Social  Secunfij  Act  Amend- 
ments of  1939,  76th  Congress,  1st  Session,  1939,  House  Report  No.  728  to  accompany  H.R.  663o.  p.  11;  and 
U.S.,  Congress,  Senate,  Committee  on  Finance,  Social  Security  Act  Amendments  of  1939,  76th  Congress,  1st 
Session,  1939,  Senate  Report  No.  734  to  accompany  H.R.  6635,  p.  11. 
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Other  recent  changes 

The  Subcommittee  also  reviewed  recent  legislation  which  might 
affect  its  recommendations,  as  for  example  the  income  tax  law  re- 
vision of  1969,  which,  over  a  wide  range  of  income  brackets,  gives  a 
working  man  and  woman  who  earn  similar  amounts  an  economic 
incentive  to  remain  single  or  become  divorced  even  though  they  might 
otherwise  marry  or  remain  married.^ 

In  addition,  the  Subcommittee  also  took  into  consideration  the  new 
program  of  supplemental  security  income,  which  began  in  January 
1974  and  sets  a  minimum  floor  of  income,  financed  from  general 
revenues,  for  needy  aged,  blind,  and  disabled  people,  of  $140  monthly 
for  an  individual  and  $210  monthly  for  husband  and  wife,  increased  to 
$146  and  $219,  respectively,  as  of  July  1974. 

Recent  court  cases  and  the  proposed  Equal  Rights  Amendment  to  the 

Constitution 

The  Subcommittee  reviewed  several  court  cases  where  discrimina- 
tion by  sex  under  the  Social  Security  Act  is  an  issue  and  additionally 
an  8-to-l  Supreme  Court  decision  which  held  in  violation  of  the 
due  process  clause  of  the  Fifth  Amendment  a  Federal  statute  which 
provided,  solely  for  administrative  convenience,  that  spouses  of 
male  members  of  the  uniformed  services  are  dependents  for  purposes 
of  obtaining  increased  quarters  allowances  and  medical  and  dental 
benefits  but  that  spouses  of  female  members  are  not  dependents 
unless  they  are  in  fact  dependent  for  over  one-half  of  their  support. 
[Frontiero  v.  Richardson,  411  U.S.  677  (1973)].  Only  four  members  of 
the  Court  agreed  that  different  treatment  by  sex  was  ''inherently 
suspect."  Three  of  the  other  four  justices  who  voted,  on  other  grounds, 
that  the  law  was  discriminatory,  indicated  that  they  did  not  want  to 
"preempt  by  judicial  action  a  major  political  decision"  pending  before 
the  States — that  is,  the  proposed  Equal  Rights  Amendment.  The 
Court  found  that  classification  and  different  treatment  solely  for  the 
purpose  of  achieving  administrative  convenience  .  .  .  involves  .  .  . 
arbitrary  legislative  choice  forbidden  by  the"  Constitution.  The 
Supreme  Court  noted  that  ''there  is  substantial  evidence  that,  if  put 
to  the  test,  many  of  the  wives  of  male  members  would  fail  to  qualify 
for  benefits,"  and  further  that  "The  Constitution  recognizes  higher 
values  than  speed  and  efficiency." 

District  court  cases  were  also  discussed  which  are  concerned  with 
the  differences  in  the  social  security  law  with  respect  to  secondary 
benefits  for  males  as  compared  with  females  based  on  their  spouse's 
primary  benefit  under  OASDI.  One  example  is  the  U.S.  District  Court 
of  New  Jersey's  Order  of  January  28,  1974  (Civil  Action  No.  268-73) 
in  favor  of  Stephen  Wiesenfeld  [367  F.  Supp.  981  (1973)],  which  held 
that  section  202(g)  of  the  Social  Security  Act  unconstitutionally  dis- 
criminates between  men  and  women  in  that  it  provides  mother's 
benefits  for  certain  widows  and  surviving  divorced  mothers  of  deceased 
male  wage  earners,  but  does  not  provide  "father's"  benefits  for  simi- 
larly situated  men.  (The  plaintiff's  motion  for  the  matter  to  proceed  as 
a  class  action  was  denied.)  The  decision  was  appealed  to  the  Supreme 
Court,  June  18,  1974,  and  the  Court  has  agreed  to  hear  the  case. 


8  See  George  Cooper,  "Working  Wives  and  the  Tax  Law,"  in  Rutgers  Law  Review,  Fall  1970,  p.  67fE. 
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A  recent  Florida  Supreme  Court  decision  (273  So.  2d  72;  argued 
February  25,  26,  1974),  which  has  been  upheld  by  the  Supreme  Court, 
April  24,  1974,  declares  constitutional  a  Florida  law  which  denies  a 
widower  an  annual  $500  property  tax  exemption  which  is  available  to 
widows  in  Florida.  The  Court  said  the  challenged  State  tax  law  was 
''reasonably  designed  to  further  the  State  policy  of  cushioning  the 
financial  impact  of  spousal  loss  upon  the  sex  for  whom  that  loss  imposes 
a  disproportionately  heavy  burden."  [Kahn  v.  Shevin,  94  S.  Ct.  1734, 
p.  1735  (1974)].  Two  justices  dissented,  stating  in  part  that  "While 
doubtless  some  widowers  are  in  financial  need,  no  one  suggests  that 
such  need  results  from  sex  discrimination  as  in  the  case  of  widows." 
(At  pp.  1739-1740.)  They  noted  that  the  State  could  narrow  the  class 
of  widow  beneficiaries  to  those  widows  actually  in  need  and  exclude 
those  of  ''substantial  economic  means"  and  suggested  that  the  State  of 
Florida  redraft  the  statute.  Additionally,  one  justice  in  a  separate  dis- 
sent, elaborated  further,  "It  seems  to  me  that  the  State  in  this  case  is 
merely  conferring  an  economic  benefit  in  the  form  of  a  tax  exemption 
and  has  not  adequately  explained  why  women  should  be  treated  dif- 
ferently than  men."  (At  p.  1740.) 

In  another  area  of  concern  re  discrimination  by  sex  under  social 
security  a  2-to-l  majority  opinion  of  April  19,  1974,  by  the  U.S. 
District  Court,  Northern  District  of  Illinois,  Eastern  Division, 
dismissed  the  complaint  of  the  plaintiff,  Michael  V.  Polelle,  that 
social  security  [42  U.S.C.  Code  Sec.  415(b)(3)]  discriminates  by  sex 
in  favor  of  females  as  compared  to  males  by  its  use  of  additional 
months  up  to  36  months  or  three  years  as  part  of  the  divisor  in  com- 
putation of  average  monthly  earnings  for  males,  but  not  for  females, 
thus  generally  providing  on  identical  earnings  records  lower  benefits 
for  a  male  than  a  female  the  same  age.  The  Government  success- 
fully defended  this  distinction,  which  was  phased  out  and  does  not 
exist  for  men  who  reach  age  62  on  or  after  January  1,  1975,  on  grounds, 
much  simplified,  as  follows:  that  actual  average  earnings  of  females 
are  so  much  lower  than  those  of  males  that  the  different  computation 
was  partially  to  offset  this  differential,  which  is  alleged  to  be  at 
least  in  part  because  of  sex  discrimination  prior  to  the  Equal  Pay 
Act  and  other  Federal  legislation  and  related,  affirmative  action 
programs.  This  case  has  not  been  appealed.  As  mentioned  above, 
this  difference  in  computation  of  benefits  phased  out  under  existing 
law  as  of  January  1,  1975,  when  the  method  of  computing  benefits 
for  workers  who  reach  age  62  on  or  after  that  date  became  the  same 
regardless  of  sex. 

The  Subcommittee  has  found  that  the  courts  are  currently  being 
asked  in  a  number  of  cases  to  rule  on  whether  various  social  security 
provisions  of  the  law  that  are  different  for  men  and  women  are  con- 
stitutional under  the  due  process  clause  of  the  Fifth  Amendment. 
The  Supreme  Court  has  not  as  3^et  ruled  on  the  constitutionality  of 
any  provision  of  the  social  security  law  that  is  different  for  men 
and  women.  One  case  {Wiesenfeld  v.  Secretary  of  Health,  Edv cation, 
and  Welfare)  involving  this  question  is  currentl}^  before  the  Supreme 
Court. 

Some  of  the  recent  Supreme  Court  decisions  in  sex  discrimination 
cases  not  involving  social  security  may  give  an  indication  of  how  the 
Court  might  react  when  it  discusses  whether  those  social  security 
provisions  of  the  law  that  are  different  for  men  and  women  are  con- 
stitutional under  the  due  process  clause  of  the  Fifth  Amendment. 
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However,  the  issues  involved  in  the  nonsocial  security  cases  are  com- 
plex, and  the  factual  situations  and  statutes  under  consideration  in 
them  differ  in  certain  important  respects  from  the  social  security 
provisions  which  are  the  subject  of  pending  litigation.  Accordingly, 
it  is  impossible  to  predict  with  certainty  the  outcome  of  the  current 
social  security  litigation. 

If  the  Supreme  Court  should  find  that  one  of  the  social  security 
provisions  of  the  law  that  are  different  for  men  and  women  is  uncon- 
stitutional under  the  due  process  clause  of  the  Fifth  Amendment,  the 
constitutionality  of  the  other  provisions  that  are  different  would  be 
seriously  questioned  unless  the  legislative  justification  for  the  differing 
treatment  in  the  remaining  provisions  is  distinguishable  from  the 
justification  or  basis  for  the  provision  found  to  be  unconstitutional. 
Under  the  due  process  clause,  not  all  discrimination,  but  only  that 
which  is  ''invidious,"  has  been  held  to  be  unconstitutional  by  the 
courts.  Discrimination  would  be  ''invidious"  if  the  statute  compelling 
such  treatment  did  not  meet  the  appropriate  constitutional  test,  that 
is,  the  "rational  basis"  test  (whether  the  legislative  classification  bears 
a  rational  relationship  to  a  legitimate  government  interest)  or  the 
"compelHng  interest"  test  (whether  there  is  a  countervailing  com- 
pelling government  interest  against  a  finding  that  a  provision  is  un- 
constitutional). Such  tests  look  to  the  legislative  justification  for  the 
discriminatory  treatment  in  order  to  determine  whether  the  treatment 
is  constitutional.  Thus,  in  the  present  state  of  the  law,  it  is  not  possible 
to  conclude  that  every  statute  which  treats  one  sex  more  advantage- 
ously than  the  other  is  unconstitutional. 

The  fact  that  34  States  have  ratified  the  proposed  Equal  Rights 
Amendment  to  the  Constitution,  which,  if  adopted,  would  provide 
that  "Equality  of  rights  under  the  law  shall  not  be  denied  or  abridged 
by  the  United  States  or  by  any  State  on  account  of  sex,"  and  only 
four  additional  States  (six  if  rescinding  of  ratification  is  constitutional) 
have  to  ratify  the  proposed  amendment  in  order  to  make  it  the  law  of 
the  land,  has  been  of  paramount  interest.  If  the  proposed  amendment 
is  ratified  by  the  required  number  (38)  of  States,  it  would  on  its 
effective  date  become  the  preeminent  constitutional  authority  for  sex 
discrimination  issues,  and  prior  Supreme  Court  opinions  based  on  the 
due  process  clause  of  the  Fifth  Amendment  would  almost  certainly  be 
reconsidered  by  the  Court  in  its  deliberations  on  cases  subsequently 
before  it  in  light  of  the  Equal  Rights  Amendment.  Adoption  of  the 
proposed  Equal  Rights  Amendment  would  raise  serious  doubts  as  to 
the  constitutionality  of  any  provision  in  the  Social  Security  Act  which 
is  different  for  men  and  women. 

FINDINGS  AND  RECOMMENDATIONS 

As  a  result  of  its  deliberations  the  Subcommittee  has  reached  the 
following  conclusions. 

Recommendations  concerning  the  social  security  provisions  of  the  law 
that  are  different  for  men  and  women 

The  Subcommittee  recommends  that,  in  general,  the  social  security 
provisions  of  the  law  that  are  different  for  men  and  women  be  made 
the  same  for  both  in  the  future. 

The  Subcommittee  considered  various  alternative  approaches  to 
make  the  major  provisions  of  the  law  that  are  different  for  men  and 
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women  the  same  for  both.  The  Subcommittee  found  that  each  ap- 
proach has  both  advantages  and  disadvantages  and  that  the  selection 
of  one  approach  over  the  others  involves  weighing  the  advantages 
and  disadvantages  of  each  approach  against  the  others  and  making 
a  value  judgment  as  to  which  is  the  best  approach.  The  Subcommittee 
beheves  that  this  decision  is  one  the  Council  as  a  whole  should  make. 
Accordingly,  after  initialh^  endorsing  the  first  of  the  options  discussed 
below,  the  Subcommittee  upon  reconsideration  decided  to  present  to 
the  Council,  without  recommendation,  the  following  three  options 
for  its  consideration. 

1.  Eliminate  the  one-half  support  requirement  in  present  law  for 
men  for  entitlement  to  husband's  and  widower's  benefits.  (There  is 
no  such  requirement  in  the  law  for  women  for  entitlement  to  wife's 
and  widow's  benefits.)  Provide  spouses'  (wife's  and  husband's)  and 
surviving  spouses'  (widow's  and  widower's)  secondar}^  benefits  under 
social  security  under  the  same  implied  test  of  dependency  in  present 
law  for  entitlement  to  secondary  benefits  by  wives — that  is,  on  the 
basis  of  ''presumed  need."  If  the  spouse  (or  surviving  spouse)  is  not 
eligible  for  a  primar}^  social  security  benefit  as  a  worker,  or  is  eligible 
for  one  that  does  not  equal  or  exceed  the  secondar}^  benefit,  the  spouse 
would  be  ''presumed  dependent"  and  eligible  for  a  secondar^^  benefit. 
The  amount  of  the  secondary  benefit  would  be  equal  to  the  difference 
between  it  and  the  primary  benefit  (if  an}^-  A  person  precluded  by 
his  or  her  primary  social  security  benefit  from  becoming  entitled  to  a 
spouse's  or  surviving  spouse's  benefit  under  present  law  would 
continue  to  be  ineligible  for  such  a  benefit. 

Provide  benefits  for  a  father  who  has  in  his  care  a  child  (entitled  to 
child's  insurance  benefits)  of  his  retired  or  disabled  wife  or  deceased 
wife  or  former  wife,  and  for  an  aged  divorced  husband  of  a  worker 
entitled  to  old-age  or  disability  insurance  benefits,  or  an  aged  or  dis- 
abled divorced  widower  of  a  deceased  insured  worker,  on  the  same 
basis  as  benefits  are  provided  for  women  in  like  circumstances. 

A  major  advantage  to  this  approach  is  that  it  would  be  the  least 
complex  and  easiest  to  administer.  A  major  disadvantage  is  that  many 
of  the  men  who  would  get  dependent's  or  dependent  survivor's  benefits 
under  this  approach  that  they  cannot  get  under  present  law  would  be 
men  who  had  worked  in  noncovered  employment,  such  as  Federal 
civilian  employment  and  certain  State  and  local  emplo^^ment,  and  who 
were  not  financially  dependent  on  their  wives.  Another  major  dis- 
advantage is  that  this  is  the  most  expensive  approach.  It  would 
increase  the  long-range  cost  of  the  social  securit}^  cash  benefits  program 
by  an  estimated  0.11  percent  of  taxable  pa3'roll.  Immediate  universal 
coverage  and,  until  fully  effective,  an  offset  for  secondary  beneficiaries 
who  work  in  noncovered  employment  would  help  to  overcome  these 
disadvantages. 

2.  Retain  the  one-half-support  requirement  in  the  present  law  for 
men  for  entitlement  to  husband's  and  widower's  benefits,  and  make 
mandatory  the  same  one-half-support  requirement  for  women,  includ- 
ing divorced  women,  for  entitlement  to  wife's,  widow's,  or  mother's 
benefits  in  the  future. 

■  Provide  benefits  for  fathers  and  for  divorced  men  on  the  same  basis 
as  for  women  in  like  circumstances,  including  on  the  basis  of  meeting 
a  one-half -support  requirement. 
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The  major  advantages  to  this  approach  are  that  dependent's  and 
dependent  survivor's  benefits  would  not  be  provided  for  nondependent 
men,  or  women,  and  the  long-range  cost  of  the  social  security  cash 
benefits  program  would  be  decreased — not  increased — by  an  estimated 
0.17  percent  of  taxable  payroll.  However,  this  approach  would  increase 
the  administrative  complexity  of  the  social  security  program.  De- 
pendent men  and  women  would  still  be  able  to  get  a  dependent's 
or  dependent  survivor's  benefit,  but  dependent  women  would  have 
to  prove  their  dependency  on  the  husband  in  order  to  get  the  same 
benefits  they  would  get  under  present  law  without  proving  dependency. 

3.  Gradually  phase  out  all  secondary  benefits  except  dependent 
children's  benefits,  or,  alternatively,  phase  out  all  spouses'  secondary 
retirement  benefits  keeping  survivors'  benefits.  One  wa^^  to  do  this 
might  be  to  reduce  gradually  over  time  for  new  entitlements  the 
proportion  of  the  worker's  primary  benefit  that  is  provided  for 
dependents.  For  example,  after  6  years  the  present  50-percent  wife's 
or  husband's  benefit  might  drop  to  40  percent,  then  to  30  percent 
after  another  6  years,  to  20  percent  6  years  later,  and  so  forth,  until 
the  secondar}^  retirement  benefits  are  completely  eliminated. 

If  it  were  to  be  recommended  now  that  only  spouses'  (age  62  or 
older)  secondary  benefits  should  be  phased  out,  at  some  future 
time  other  Councils  who  might  have  more  time  to  stud}^  the  broader 
proposal  and  its  interrelations  ^vith  the  demographic  impact  of  lower 
birth  rates  and  increasing  labor  force  participation  rates  of  women 
might  recommend  that  other  secondary  benefits  (except  children's) 
could  be  reduced  in  a  similar  fashion. 

A  gradual  phasing  out  of  secondary  benefits  would  avoid  disad- 
vantaging those  coming  on  the  benefit  rolls  in  the  next  several  years 
who  would  not  have  much  opportunity  to  provide  a  replacement  for 
a  benefit  they  may  have  been  anticipating  and  planning  their  retire- 
ment around.  For  those  becoming  entitled  to  benefits  later,  the  decrease 
in  the  benefits  would  be  greater  as  the  period  of  time  available  to  them 
to  replace  the  benefits  lengthened. 

This  approach  would  eliminate  most  of  the  existing  differences  in 
treatment  of  singles  and  marrieds,  for  which  this  Subcommittee  found 
no  acceptable  alternative,  and  would  also  eliminate  the  differences  in 
treatment  of  the  married  woman  who  works  and  the  married  woman 
who  does  not  work. 

The  approach  would  also  decrease  the  cost  of  the  social  security  cash 
benefits  program.  The  amount  of  the  decrease  would  depend  on  how 
gradual  the  phaseout  was  and  the  length  of  time  over  which  it  was 
accomplished  and  whether  surviving  spouses'  benefits  were  retained 
or  not.  The  estimated  long-range  saving  from  phasing  out  spouses' 
(age  62  and  over)  secondary  benefits  as  described  above  is  0.39  percent 
of  taxable  payroll. 

Recommendation  concerning  the  computation  oj  benefit  eligibility  and 
benefit  amounts,  which  is  difierent  for  men  and  women  born  prior  to 
1913,  but  is  the  same  for  those  born  in  1913  or  later 
The  Subcommittee  does  not  recommend  any  change  in  the  computa- 
tion of  benefit  eligibility  and  benefit  amounts  retroactively  or  retro- 
spectively with  respect  to  benefits  based  on  the  earnings  of  workers 
who  reach  age  62  before  January  1,  1975,  and  whose  benefit  may 
reflect  a  difference  by  sex  in  the  computation  of  the  benefit.  To  do  so 
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would  be  very  costly,  estimated  on  a  retrospective  basis  at  about 
$1.8  billion  a  3^ear  for  the  next  several  years  and  still  as  much  as  about 
$1.5  bilUon  a  year  some  10  years  from  now.  (The  law  is  the  same  for 
workers  reaching  age  62  after  1974.) 

Recommendations  concerning  social  security  provisions  of  the  law  that 
are  the  same  for  men  and  women 

1.  The  retirement  benefits  that  are  payable  under  present  law  to  a 
married  working  couple  can  under  some  circumstances  amount  to  less 
than  the  benefits  that  are  payable  to  a  married  couple  with  the  same 
total  earnings  where  only  one  member  of  the  couple  worked.  (See 
examples  on  page  141.) 

In  view  of  this  difference  under  the  system  with  respect  to  the 
replacement  of  individual  earnings  vis-a-vis  famil}^  earnings,  the 
Subcommittee  recommends  that  a  married  working  couple  coming  on 
the  benefit  rolls  in  the  future  \\dth  each  member  of  the  couple  having 
at  least  40  quarters  of  coverage  in  the  20  years  before  entitlement  to 
benefits  should  have  the  option  of  receiving  retirement  benefits 
based  on  the  combined  earnings  of  the  couple.  While  the  couple's 
earnings  in  each  year  would  be  combined,  no  more  than  the  amount 
of  the  prevaihng  tax  and  benefit  base  in  the  year — the  maximum 
amount  of  a  worker's  annual  earnings  that  is  counted  in  figuring 
social  security  benefits  and  is  subject  to  social  security  taxes — could 
be  counted  in  figuring  benefits.  Thus  the  proposal  would  benefit  lower 
income  families,  that  is,  those  in  which  neither  worker  earns  as  much 
as  the  prevailing  tax  and  benefit  base  in  a  year. 

Each  member  of  the  couple  would  get  a  retirement  benefit  based 
on  a  primary  insurance  amount  that  was  equal  to  75  percent  of  the 
primary  insurance  amount  resulting  from  the  monthly  average  of  the 
combined  earnings.  Together  the  couple  would  get  benefits  based  on 
an  amount  that  was  equal  to  150  percent  of  the  primary  insurance 
amount  resulting  from  the  monthly  average  of  the  combined  earnings, 
the  same  percent  that  a  married  couple  with  the  same  total  earnings 
in  each  year  would  get  where  only  one  member  of  the  couple  worked. 

Each  member  of  a  couple  would  have  to  have  at  least  40  quarters 
of  coverage  under  the  social  security  program  in  the  20  years  before 
entitlement  in  order  for  the  couple  to  elect  to  receive  benefits  based 
on  their  combined  earnings,  and  both  members  of  the  couple  would 
have  to  elect  to  receive  benefits  on  this  basis  or  neither  of  them  could. 
Benefits  based  on  combined  earnings  would  not  be  payable  after  a 
divorce. 

A  widow  or  widower  who  is  eligible  for  a  widow's  or  widower's 
benefit  could  get  a  benefit  based  on  the  couple's  combined  earnings  if 
the  couple  were  receiving  benefits  based  on  their  combined  earnings 
when  one  member  of  the  couple  died,  or  if  the  deceased  had  40  quarters 
of  coverage  and  the  survivor  had  40  quarters  of  coverage  in  the  20 
years  before  entitlement  to  benefits  or  the  death  of  the  spouse. 

All  other  benefits  based  on  either  worker's  earnings  would  be  com- 
puted on  the  basis  of  the  worker's  individual  earnings,  as  under 
present  law. 

2.  To  improve  the  protection  afforded  under  social  securit}^  to 
regular  but  low-paid  workers,  the  majority  of  whom  are  women,  the 
Subcommittee  recommends  that  the  dollar  requirement  for  a  year  of 
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coverage  after  1950  for  purposes  of  computing  the  special  minimum 
benefit  be  reduced  from  the  present  one-fourth  to  one-sixth  of  the 
prevaiKng  contribution  and  benefit  base. 

General  recommendation  concerning  all  social  security  provisions  oj  the 

law 

In  general,  words  that  do  not  denote  gender  should  be  used  in  the 
law  wherever  it  is  practical  to  do  so,  provided  no  change  in  the  intended 
meaning  of  the  law  would  result.  For  example,  where  possible  it  would 
be  preferable  for  the  law  to  refer  to  ''spouse"  instead  of  to  ''wife"  or 
"husband",  and  to  "surviving  spouse"  instead  of  to  "widow"  or 
"widower",  etc.  The  Subcommittee  understands  that  there  is  a  general 
principle  of  statutor}^  construction  that  calls  for  interpreting  words  in  a 
provision  of  law  which  denote  the  male  sex  as  meaning  either  the  male 
or  the  female  sex  unless  there  is  something  else  in  the  law  or  in  the 
legislative  history  of  the  provision  which  precludes  such  an  interpre- 
tation, and  agrees  that  this  should  be  the  case  where  it  is  not  practical 
to  use  words  that  do  not  denote  gender. 

Other  major  findings 

1.  The  social  security  law  should  not  be  changed  to  provide  social 
security  earnings  credits  to  homemakers  for  work  done  in  the  home  for 
which  no  earnings  are  received,  nor  to  permit  people  to  pay  social 
security  taxes  with  respect  to  such  or  similar  work  in  or  around  the 
home  in  order  to  obtain  credits.  Such  a  change  in  the  law  would  be 
unwise,  impractical,  and  very  costly. 

There  is  of  course  an  economic  value,  however  difficult  to  assess,  to 
the  work  that  women — and  men — do  in  and  around  their  homes,  and 
an  economic  loss  when  such  work  ceases.  However,  no  wages  are  paid 
for  such  work,  so  there  is  no  loss  of  earned  income  that  occurs  when 
the  work  stops,  as  there  is  when  a  wage  earner  retires,  becomes 
disabled,  or  dies. 

Social  securit}^  is  an  earnings-replacement  program.  Its  function  is 
to  replace,  m  part,  earnings  from  work  that  are  cut  off  by  retirement 
in  old  age,  disabilitA^,  or  death.  It  would  be  contrary  to  the  earnings- 
replacement  nature  of  the  social  security  program  to  provide  for  the 
payment  of  social  security  benefits  in  cases  where  no  loss  of  earnings 
occurs,  and  the  Subcommittee  believes  that  it  would  be  undesirable  to 
change  the  nature  and  function  of  the  social  securit}^  program  by 
providing  for  the  payment  of  benefits  under  it  in  such  cases. 

Another  consideration  with  respect  to  paying  social  security  taxes 
to  obtain  earnings  credits  for  work  in  and  around  the  home  is  that 
those  most  able  to  pay  such  tax  are  nonworking  \vives  of  high-earning 
men.  All  workers,  part-time,  full-time,  single  or  married,  could  logically 
feel  that  this  option  should  be  open  to  them  in  accordance  to  the  degree 
that  they  do  work  in  and  around  the  home.  To  impute  earnings  for 
certain  homemaker  services  without  imputing  earnings  for  all  types 
of  such  services — for  example,  gardening,  housepainting,  etc. — would 
raise  serious  questions  of  equity. 

2.  The  social  security  law  should  not  be  changed  to  provide  a  married 
worker  some  or  all  of  a  secondar^^  benefit  in  addition  to  his  or  her 
primary  benefit  in  all  cases.  Such  a  change  in  the  law  would  create 
further  inequities,  and  the  increase  in  social  securit}^  contributions 
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that  would  be  required  to  pay  for  the  additional  benefits  would  apply 
not  only  to  married  people  but  also  to  single  people,  who  would  derive 
no  additional  protection  from  it. 

CONCLUSION 

The  Subcommittee  urges  the  adoption  of  its  recommendations  by 
the  full  Council. 

Respectfully  submitted, 

Rita  R.  Campbell, 

Chairman. 
Edward  J.  Cleary. 
John  J.  Scanlon. 

APPENDIX 

Summary  List  of  Recommendations  of  the  Subcommittee  on  the  Treatment 
OF  Men  and  Women  Under  Social  Security  (With  Respect  to  Sex  and 
Marital  Status),  Advisory  Council  on  Social  Security 


Provision  of  present  law 

I.  Recommendations  concerning  So- 
cial Security  provisions  of  the  law 
that  are  different  for  men  and  women. 

A.  General  recommendation 


Recommendation 


All  social  security  provisions  of  the 
law  that  are  different  for  men  and 
women  should  be  the  same  for  both  in 
the  future. 


B.  Major  provisions 

1.  To  qualify  for  husband's  or 
widower's  insurance  benefits  under 
social  security  based  on  a  wife's  earn- 
ings, a  man  must  have  been  receiving 
at  least  one-half  of  his  support  from  his 
wife  when  she  becomes  disabled  or 
entitled  to  primary  social  security 
benefits  or  dies.  There  is  no  such  support 
requirement  in  the  law  for  women  for 
wife's  or  widow's  insurance  benefits 
based  on  the  husband's  earnings. 

2.  The  wife  of  a  worker  entitled  to 
old-age  or  disabilit}^  insurance  benefits 
under  social  security,  and  the  widow^  or 
surviving  divorced  wife  of  a  deceased 
insured  worker,  may  get  a  wife's  or 
mother's  insurance  benefit  based  on  the 
worker's  earnings  regardless  of  her  age 
if,  among  other  things,  she  has  in  her 
care  a  child  of  the  worker  under  age  18, 
or  age  18  or  over  and  disabled,  and  en- 
titled to  child's  insurance  benefits  on 
the  basis  of  the  worker's  earnings.  There 
is  no  provision  in  the  law  for  the  pay- 
ment of  benefits  to  fathers  in  like 
circumstances. 

3.  Under  certain  circumstances  an 
aged  divorced  wife  or  aged  or  disabled 
divorced  widow  can  get  a  wife's  or 
widow's  insurance  benefit  based  on  her 
former  husband's  earnings.  There  is  no 
provision  in  the  law  for  the  payment  of 
husband's  and  widower's  insurance 
benefits  to  divorced  men  in  like  circum- 
stances. 


III.  Below  also  applies. 

General  recommendation  in  I.  A. 
above  applies.  Three  alternative 
methods  of  accomplishing  the  recom- 
mendation are  presented  to  the  Council 
for  its  consideration.  General  recom- 
mendation in  III.  below  also  applies. 


General  recommendation  in  I.  A. 
above  applies.  Three  alternative 
methods  of  accomplishing  the  recom- 
mendation are  presented  to  the  Council 
for  its  consideration.  General  recom- 
mendation in  III.  below  also  applies. 


General  recommendation  in  I.  A. 
above  applies.  Three  alternative 
methods  of  accomplishing  the  recom- 
mendation are  presented  to  the  Council 
for  its  consideration.  General  recom- 
mendation in  III.  below  also  appHes. 
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Provision  of  present  law 

4.  The  benefit  eligibility  and  benefit 
computation  provisions  of  the  law  are 
the  same  for  men  and  women  reaching 
age  62  after  1974.  However,  the  pro- 
visions are  different  for  men  than  they 
are  for  women  for  those  who  reached  age 
62  during  1954-1974.  In  general,  for  a 
man  reaching  age  62  in  1954-74  the 
amount  of  work  needed  to  qualify  for 
retirement  benefits  and  the  average 
monthly  earnings  on  which  his  and  his 
family's  social  security  benefits  are  based 
are  figured  over  more  years  than  they 
are  for  a  woman  of  the  same  age. 

C.  Technical  provisions. 

1.  In  general,  when  a  childhood 
disability  beneficiary  marries  another 
social  security  beneficiary,  neither's 
benefits  are  terminated  hj  reason  of 
the  marriage.  (In  general,  the  social 
security  law  provides  for  termination 
of  dependents'  or  dependent  survivors' 
benefits  upon  marriage.  An  exception 
is  generally  provided  by  the  law, 
however,  when  one  social  security 
beneficiary  marries  another.)  The  law 
is  the  same  for  males  and  females  in 
this  regard.  If  the  benefits  of  the  child- 
hood disabihty  beneficiary  are  later 
terminated  due  to  his  recovery  or 
ability  to  work  despite  his  impairment, 
however,  the  treatment  of  the  benefits 
of  the  other  beneficiary  varies  depending 
on  the  sex  of  the  childhood  disability 
beneficiary.  If  the  benefits  of  a  male 
childhood  disability  beneficiary  are 
terminated,  the  female's  benefits  are 
also  terminated  (when  he  is  no  longer 
a  beneficiary,  she  is  treated  as  she 
would  be  treated  if  she  had  married 
a  nonbeneficiary),  but  if  the  benefits 
of  a  female  childhood  disability  bene- 
ficiary are  terminated,  the  male's 
benefits  continue. 

2.  A  similar  situation  to  that  de- 
scribed in  C.  1.  above  exists  in  the  case 
of  a  disability  insurance  beneficiary 
who  marries.  In  the  case  of  a  male 
disabled  worker  beneficiary  who  marries 
a  childhood  disability  beneficiary  or 
a  mother  or  surviving  divorced  mother 
beneficiary,  both  individuals'  benefits 
continue,  but  the  female's  are  ter- 
minated if  the  male's  disability  benefits 
are  terminated  because  he  recovers 
from  his  disability  or  is  able  to  work. 
In  the  reverse  situation,  though,  where 
a  female  disability  beneficiary  marries 
a  childhood  disability  beneficiary  (there 
is  currently  no  benefit  for  fathers), 
the  male's  benefits  are  not  terminated 
if  the  female's  disability  benefits  are 
terminated. 


Recommendation 

Do  not  change  (provision  is  already 
the  same  for  men  and  women  reaching 
age  62  in  the  future) . 


No  specific  recommendation;  general 
recommendations  in  I.  A.  above  and  III. 
below  apply. 


No  specific  recommendation;  general 
recommendations  in  I.  A.  above  and  III. 
below  apply. 
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Provision  of  present  law  Recommendation 

3.  One  requirement  in  the  law  for  No  specific  recommendation;  general 
entitlement  to  aged  widow's  benefits  recommendations  in  I.  A.  above  and 
is  that  she  not  be  married  at  the  time  III.  below  apply. 

she  applies  for  benefits.  The  require- 
ment for  a  widower  is  that  he  must 
not  have  married  by  the  time  he  applies 
for  widower's  benefits  in  order  to  be 
entitled  to  such  benefits.  Thus,  a 
widow  may  have  been  remarried,  but 
if  she  is  not  married  (as  a  result,  say, 
of  a  divorce)  at  the  time  she  applies 
for  benefits,  she  can  become  entitled 
(or  reentitled)  to  benefits  on  her  de- 
ceased husband's  earnings.  For  a  wid- 
ower, however,  the  differing  requirement 
means  that  if  he  has  remarried,  he 
cannot  ever  become  entitled  to  wid- 
ower's benefits  based  on  his  first 
deceased  wife's  earnings,  even  if  he 
ceases  being  married. 

4.  Under  present  social  security  law.  No  specific  recommendation;  general 
a  man's  illegitimate  child  who  cannot  recommendations  in  I.  A.  above  and 
inherit    from    him    under    applicable  III.  below  apply. 

State  law  relative  to  devolution  of 
intestate  personal  property  may  never- 
theless be  deemed  to  be  his  child  for 
purposes  of  receiving  social  security 
benefits  as  such  if,  among  other  things, 
the  man  has  been  decreed  by  a  court 
to  be  the  father  of  the  child.  There  is  no 
such  provision  in  the  social  security 
law  with  respect  to  such  an  illegitimate 
child  of  a  woman.  Note:  The  absence 
of  such  a  provision  with  respect  to  the 
illegitimate  child  of  a  women  has  prac- 
tically no  adverse  effect  because  in 
nearly  all  States  a  women's  illegitimate 
child  has  the  same  standing  as  a  woman's 
legitimate  child  under  intestacy  laws, 
and  under  the  social  security  law,  a 
man's  or  woman's  illegitimate  child  who 
has  such  standing  is  deemed  to  be  his 
or  her  child  for  social  security  benefit 
purposes.  Also,  the  social  security  law 
contains  other  provisions  than  the  one 
mentioned  above  concerning  a  court 
decree  under  which  a  person's  child 
who  cannot  inherit  from  him  or  her 
under  State  intestacy  laws  may  never- 
theless be  deemed  to  be  the  person's 
child  for  social  security  purposes,  and 
these  provisions  are  the  same  for  men 
and  women.  In  the  event  that  such  a 
child  failed  to  qualify  on  any  other 
basis,  though,  the  child  could  not  qualify 
for  benefits  based  on  a  court  decree 
that  a  woman  was  the  child's  mother, 
as  it  could  based  on  a  court  decree 
that  a  man  was  the   child's  father. 
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Provision  of  present  law 

5.  Under  a  1965  amendment  to  the 
social  security  law,  certain  people  who 
attained  age  72  before  1969  are  ehgible 
for  benefits  with  fewer  quarters  of 
coverage  than  would  otherwise  be 
required.  Benefits  were  also  provided  for 
certain  wives  and  widows  who  attained 
age  72  before  1969  but  no  benefits  were 
provided  for  husbands  or  widowers. 

6.  Under  a  1966  amendment  to  the 
social  security  law,  special  payments 
are  made  (out  of  general  revenues  for 
the  most  part)  to  certain  people  who 
reached  age  72  before  1972  and  who  have 
not  worked  long  enough  in  jobs  covered 
by  the  social  security  program  to 
qualify  for  regular  monthly  case  benefits. 
The  amount  of  the  special  payment  for 
for  a  couple — $96.60— is  not  divided 
equally  between  the  husband  and  the 
wife.  The  payment  is  $64.40  for  the 
husband  and  $32.20  for  the  wife.  In 
effect,  the  couple  is  treated  as  though 
the  husband  was  a  retired  worker  and 
the  wife  a  dependent  even  though  each 
must  meed  the  same  ehgibility  require- 
ments he  or  she  would  have  to  meet  if 
not  married. 

7.  The  community  property  statutes 
of  Arizona,  California,  Idaho,  Louisiana, 
Nevada,  New  Mexico,  Texas,  Washing- 
ton, and  Puerto  Rico  provide  that  a 
husband  and  wife  have  equal  rights  to 
the  income  from  a  bu&iness  operated  by 
either  one  or  by  both.  The  Social 
Security  Act  provides  that  where  a 
community  property  law  applies  and 
there  is  no  legal  partnership,  all  of  the 
income  from  a  business  will  be  treated  as 
the  income  of  the  husband  unless  the 
wife  exercises  substantially  all  of  the 
management  and  control  of  the  trade  or 
business,  in  which  case  the  income  will 
be  treated  as  hers.  The  intent  of  this 
provision  is  to  assure  that  a  person  who 
operates  a  business  in  a  community 
property  State  will,  like  a  person  in  a 
noncommunity  property  State,  get 
social  security  credit  for  his  or  her 
earnings  notwithstanding  the  State 
community  property  statute.  (The  social 
security  law  generally  provides  that, 
absent  a  legal  partnership,  earnings 
from  self-employment  are  creditable 
to  the  person  who  has  primary  responsi- 
bility for  the  management  and  control 
of  the  business.) 

II.  Recommendations  concerning  So- 
cial Security  provisions  of  the  law  that 
are  the  same  for  men  and  women. 


Recommendation 

No  specific  recommendation;  general 
recommendations  in  I.  A.  above  and 
III.  below  apply. 
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No  specific  recommendation;  general 
recommendations  in  I.  A.  above  and  III. 
below  apply. 


No  specific  recommendations;  general 
recommendations  in  I.  A.  above  and  III. 
below  apply. 


III.  Below  also  applies. 
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Provision  of  present  law 

A.  The  retirement  benefits  that  are 
payable  under  present  law  to  a  married 
working  couple  can  under  some  circum- 
stances amount  to  less  than  the  benefits 
that  are  payable  to  a  married  couple 
with  the  same  total  earnings  where  only 
one  member  of  the  couple  worked. 


B.  The  special  minimum  benefit  is 
equal  to  $9  multiplied  by  the  number  of 
years  of  coverage  an  individual  has 
under  the  program  in  excess  of  10  and 
up  to  a  maximum  of  30  years.  For 
purposes  of  this  provision,  a  year  of 
coverage  after  1950  is  a  year  in  which  a 
person  has  earnings  at  least  equal  to 
one-fourth  of  the  contribution  and 
benefit  base  for  the  year. 

III.  Recommendation  concerning  all 
Social  Security  provisions  of  the  law. 


Recommendation 

Eliminate  this  anomaly  for  those 
married  working  couples  becoming  en- 
titled to  benefits  in  the  future  in  which 
each  member  of  the  couple  has  at  least 
40  quarters  of  coverage  under  the 
program  in  the  20  years  before  entitle- 
ment to  benefits  by  permitting  such  a 
couple  to  receive  retirement  benefits 
based  on  their  combined  earnings. 

Reduce  the  dollar  requirement  for  a 
year  of  coverage  after  1950  for  purposes 
of  computing  the  special  minimum 
benefit,  for  beneficiaries  on  the  rolls  and 
new  entitlements,  from  the  present 
one-quarter  to  one-sixth  (H)  of  the 
prevailing  contribution  and  benefit  base. 


In  general,  words  that  do  not  denote 
gender  should  be  used  in  the  law  wher- 
ever it  is  practical  to  do  so,  provided  no 
change  in  the  intended  meaning  of  the 
law  would  result.  For  example,  where 
possible  it  would  be  preferable  for  the 
law  to  refer  to  "spouse"  instead  of  to 
"wife"  or  "husband,"  and  to  "surviving 
spouse"  instead  of  "widow"  or  "wid- 
ower," etc.  The  Subcommittee  under- 
stands that  there  is  a  general  principle 
of  statutory  construction  that  calls  for 
interpreting  words  in  a  provision  of  law 
which  denote  the  male  sex  as  meaning 
either  the  male  or  the  female  sex  unless 
there  is  something  else  in  the  law  or  in 
the  legislative  history  of  the  provision 
which  precludes  such  an  interpretation, 
and  agrees  that  this  should  be  the  case 
where  it  is  not  practical  to  use  words 
that  do  not  denote  gender. 


APPENDIX  C 


Statutory  Authority  for  Advisory  Council  on  Social  Security 

excerpt  from  the  social  security  act,  as  amended 

Advisory  Council  on  Social  Security 

Sec.  706.  (a)  During  1969  (but  not  before  Februar}^  1,  1969)  and 
every  fourth  year  thereafter  (but  not  before  February  1  of  such  fourth 
year),  the  Secretary  shall  appoint  an  Advisory  Council  on  Social 
Security  for  the  purpose  of  reviewing  the  status  of  the  Federal  Old-Age 
and  Survivors  Insurance  Trust  Fund,  the  Federal  Disabihty  Insurance 
Trust  Fund,  the  Federal  Hospital  Insurance  Trust  Fund,  and  the 
Federal  Supplementary  Medical  Insurance  Trust  Jund  in  relation  to 
the  long-term  commitments  of  the  old-age,  survivors,  and  disability 
insurance  program  and  the  programs  under  parts  A  and  B  of  title 
XVIII,  and  of  reviewing  the  scope  of  coverage  and  the  adequacy 
of  benefits  under,  and  all  other  aspects  of,  these  programs,  including 
their  impact  on  the  pubHc  assistance  programs  under  this  Act. 
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(b)  Each  such  Council  shall  consist  of  a  Chairman  and  12  other 
persons,  appointed  by  the  vSecretary  without  regard  to  the  provisions 
of  title  5,  United  States  Code,  governing  appointments  in  the  competi- 
tive service.  The  appointed  members  shall,  to  the  extent  possible, 
represent  organizations  of  employers  and  employees  in  equal  numbers, 
and  represent  self-employed  persons  and  the  public. 

(c)  (1)  Any  Council  appointed  hereunder  is  authorized  to  engage 
such  technical  assistance,  including  actuarial  services,  as  may  be 
required  to  carry  out  its  functions  and  the  Secretary  shall,  in  addition, 
make  available  to  such  Council  such  secretarial,  clerical,  and  other 
assistance  and  such  actuarial  and  other  pertinent  data  prepared  by 
the  Department  of  Health,  Education,  and  Welfare  as  it  may  require 
to  carr}^  out  such  functions. 

(2)  Appointed  members  of  any  such  Council,  while  serving  on  busi- 
ness of  the  Council  (inclusive  of  travel  time)  shall  receive  compensa- 
tion at  rates  fixed  by  the  Secretary,  but  not  exceeding  $100  per  day 
and,  while  so  serving  away  from  their  homes  or  regular  places  of 
business,  they  may  be  allowed  travel  expenses,  including  per  diem  in 
lieu  of  subsistence,  as  authorized  by  section  5703  of  title  5,  United 
States  Code,  for  persons  in  the  Government  employed  intermittently. 

(d)  Each  such  Council  shall  submit  reports  (including  any  interim 
reports  such  Council  may  have  issued)  of  its  findings  and  recommenda- 
tions to  the  ^Secretary  not  later  than  January  1  of  the  second  year 
after  the  year  in  which  it  is  appointed,  and  such  reports  and  recom- 
mendations shall  thereupon  be  transmitted  to  the  Congress  and  to  the 
Board  of  Trustees  of  each  of  the  Trust  Funds.  The  reports  required 
by  this  subsection  shall  include — 

(1)  A  separate  report  with  respect  to  the  old-age,  survivors, 
and  disability  insurance  program  under  title  II  and  of  the  taxes 
imposed  under  sections  1401(a),  3101(a),  and  3111(a)  of  the 
Internal  Revenue  Code  of  1954, 

(2)  A  separate  report  with  respect  to  the  hospital  insurance 
program  under  part  A  of  title  XVIII  and  of  the  taxes  imposed  by 
sections  1401(b),  3101(b),  and  3111(b)  of  the  Internal  Revenue 
Code  of  1954,  and 

(3)  A  separate  report  with  respect  to  the  supplementary 
medical  insurance  program  estabhshed  by  part  B  of  title  XVIII 
and  of  the  financing  thereof. 

After  the  date  of  the  transmittal  to  the  Congress  of  the  reports  re- 
(^uired  by  this  subsection,  the  Council  shall  cease  to  exist. 

APPENDIX  D 

Findings  and  Recommendations  of  Previous  Advisory  Councils 

ON  Social  Security 

This  paper  is  a  list  of  the  recommendations  of  five  previous  Ad- 
visory Councils  on  Social  Security— 1938,  1948,  1959,  1965,  and  1971. 
The  paper  also  indicates  what  action — -whether  immediate  or  even- 
tual— ^was  taken  upon  each  recommendation.  The  recommendations 
are  not  broken  down  by  subject  area,  but  are  listed  as  they  appear 
in  that  particular  Council's  report. 

The  recommendations  of  the  1953  Consultants  on  Social  Security 
and  the  1968  Advisory  Council  on  Health  Insurance  for  the  Disabled 
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are  not  included  in  this  paper  since  the  scope  of  their  review  was 
comparatively  limited.  The  major  recommendations  of  the  1953 
Consultants  involved  extensions  of  social  security  coverage  to  ad- 
ditional areas  of  employment  and  self-employment  and  have  generally 
been  enacted. 

The  statutory  1968  Advisory  Council  on  Health  Insurance  for  the 
Disabled  recommended  that  Medicare  protection  be  extended  to 
disabled  social  security  beneficiaries  and  certain  disabled  people  who 
did  not  meet  the  requirements  for  cash  disability  benefits,  with  both 
the  hospital  insurance  and  the  medical  insurance  parts  of  the  program 
financed  on  the  basis  of  payroll  contributions  and  a  50  percent  con- 
tribution from  general  revenues.  Under  the  1972  legislation,  Medicare 
protection  was  extended  to  people  who  have  been  getting  disability 
benefits  for  24  months;  other  aspects  of  the  1968  Council's  recom- 
mendation were  not  enacted. 

1938  Advisory  Council  On  Social  Security 
Council's  recommendation  Action 
A.  recommendations  on  benefits 

I.  The  average  old-age  benefits  pay-  I.  Benefits  increased  under  1939  Act 
able  in  the  early  years  under  title  II  by  basing  benefits  on  average  rather 
should  be  increased. ^  than  total  earnings. 

II.  The  eventual  annual  cost  of  the  II.  Recommendation  followed.  Bene- 
insurance  benefits  now  recommended,  fits  provided  under  1939  amendments 
in  relation  to  covered  pay  roll  and  from  did  not  increase  eventual  annual  dis- 
whatever  source  financed,  should  not  be  bursements  in  relation  to  covered  pay- 
increased  beyond  the  eventual  annual  roll  over  those  under  1935  Act. 
disbursements  under  the  1935  act. 

III.  The  enhancement  of  the  early  III.  Enacted  in  1939. 
old-age  benefits  under  the  system  should 

be  partly  attained  by  the  method  of  , 
paying  in  the  case  of  a  married  annui- 
tant a  supplementary  allowance  on  be- 
half of  an  aged  wife  equivalent  to  50 
percent  of  the  husband's  own  benefit; 
provided,  that  should  a  wife  after  at- 
taining age  65  be  otherwise  eligible  to  a 
benefit  in  her  own  right  which  is  larger 
in  amount  that  the  wife's  allowance  pay- 
able to  her  husband  on  her  behalf,  the 
benefit  payable  to  her  in  her  own  right 
will  be  substituted  for  the  wife's  allow- 


IV.  The  minimum  age  of  a  wife  for 
eligibility  under  the  provision  for  wives' 
supplementary  allowances  should  be  65 
years;  provided,  that  marital  status  had 
existed  prior  to  the  husband's  attain- 
ment of  age  60. 

V.  The  widow  of  an  insured  worker, 
following  her  attainment  of  age  65, 
should  receive  an  annuity  bearing  a 
reasonable  relationship  to  the  worker's 
annuity;  provided,  that  marital  status 
had  existed  prior  to  the  husband's  at- 
tainment of  age  60  and  1  year  preceding 
the  death  of  the  husband. 


IV.  Enacted  in  1939  with  provision 
that  marital  status  existed  before  Jan- 
uary 1,  1939  or  prior  to  the  husbands 
attainment  of  age  60. 


V.  Enacted  in  1939,  but  without  pro- 
vision that  marital  status  existed  prior 
to  husbands  attainment  of  age  60. 


1  "Title  II"  refers  to  the  title  of  the  Social  Security  Act  which  provides  for  the  social  secvirity  cash  benefit 
program. 
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VI.  A  dependent  child  of  a  currently  VI.  Enacted  in  1939. 
insured  individual  upon  the  latter's 
death  prior  to  age  65  should  receive  an 
orphan's  benefit,  and  a  widow  of  a 
currently  insured  individual,  provided 
she  has  in  her  care  one  or  more  depend- 
ent children  of  the  deceased  husband, 
should  receive  a  widow's  benefit. 


VII.  The  provision  of  benefits  to  an  VII.  Benefits  for  disabled  workers 
insured  person  who  becomes  perma-  provided  under  1956  Act;  for  depend- 
nently  and  totally  disabled  and  to  his  ents  of  disabled  workers  under  1958 
depende  nts    is   socially   desirable.    On  Act. 

this  point  the  council  is  in  unanimous 
agreement.  There  is  difference  of  opin- 
ion, however,  as  to  the  timing  of  the 
introduction  of  these  benefits.  Some 
members  of  the  council  favor  the 
immediate  inauguration  of  such  benefits. 
Other  members  believe  that  on  account 
of  additional  costs  and  administrative 
difficulties,  the  problem  should  receive 
further  study. 

VIII.  In   order   to   compensate   in      VIII.  Not  enacted, 
part   for  the  additional  cost   of  the 

additional  benefits  herein  recommended, 
the  benefits  payable  to  individuals  as 
single  annuitants  after  the  plan  has 
been  in  operation  a  number  of  years 
should  be  reduced  below  those  now 
incorporated  in  title  II.  If  the  national 
income  should  increase  in  future  years, 
these  reductions  may  not  be  necessary. 

IX.  The  death  benefit  payable  on  IX.  1939  Act  limited  lump-sum 
account  of  coverage  under  the  system  death  benefit  to  six  times  the  PIA. 
should  be  strictly  hmited  in  amount 

and   payable   on   the   death   of  any 
eligible  individual. 

X.  The  payment  of  old-age  benefits      X.  Enacted  in  1939. 
should  be  begun  on  January  1,  1940. 


B.  RECOMMENDATIONS  OF  COVERAGE 


I.  The  employees  of  private  nonprofit  I.  Coverage  extended  on  a  elective 
religious,  charitable,  and  educational  basis  to  employees  of  nonprofit  or- 
institutions  now  excluded  from  coverage  ganizations  by  1 950  Act  and  to  ministers 
under  titles  II  and  VIII  should  im-  by  1954  Act;  on  a  compulsory  basis  to 
mediately  be  brought  into   coverage  ministers  by  1967  Act. 

under  the  same  provisions  of  these 
titles  as  affect  other  covered  groups.^ 

II.  The  coverage  of  farm  employees      II.  Enacted  in  1950. 
and  domestic  employees  under  titles 

II  and  VIII  is  socially  desirable  and 
should  take  effect,  if  administratively 
possible,  by  January  1,  1940. 


2  "title  VIII"  refers  to  the  title  of  the  Social  Security  Act  of  1935  which  provided  for  social  security  taxes 
with  respect  to  covered  employment.  This  title  has  been  superseded  by  Chapter  21  of  the  Internal  Revenue 
Code  of  1954. 
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Action 


III.  The  old-age  insurance  program      III.  Coverage  extended  to  various 
should  be  extended  as  soon  as  feasible  other  groups  over  the  years.  . 
to  include  additional  groups   not  in-  ! 
eluded  in  the  previous  recommenda- 
tions of  the  council  and  studies  should 
be  made  of  the  administrative,  legal, 
and  financial  problems  involved  in  the 
coverage  of  self-employed  persons  and 
governmental  employees. 


C.    RECOMMENDATIONS   ON  FINANCE 

I.  Since  the  nation  as  a  whole,  in-      I.  Provision  for  general  revenue  con- 
dependent  of  the  beneficiaries  of  the  tribution  if  needed  enacted  in  1944,  but 
system,  will  derive  a  benefit  from  the  never  used  and  repealed  in  1950. 
old-age  security  program,  it  is  appro- 
priate that  there  be  Federal  financial 
participation  in  the  old-age  insurance 
system  by  means  of  revenues  derived 

from  sources  other  than  pay-roll  taxes.  .^^j,  - 


II.  The  principle  of  distributing  the 
eventual  cost  of  the  old-age  insurance 
system  by  means  of  approximately 
equal  contributions  b}^  employers,  em- 
ployees, and  the  Government  is  sound 
and  should  be  definitely  set  forth  in  the 
law  when  tax  provisions  are  amended. 

III.  The  introduction  of  a  definite 
program  of  Federal  financial  partici- 
pation in  the  sj^stem  will  affect  the 
consideration  of  the  future  rates  of 
taxes  on  employers  and  employees  and 
their  relation  to  future  benefit  pay- 
ments. 


II.  Not  enacted. 


III.  Not  enacted. 


IV.   The  financial  program  of  the      IV.  Over  the  years,  program  financing 
system  should  embody  provision  for  a  has  followed  this  recommendation, 
reasonable  contingency  fund  to  insure 
the  ready  payment  of  benefits  at  all 
times  and  to  avoid  abrupt  changes  in 
tax  and  contribution  rates. 


V.  The  planning  of  the  old-age  insur- 
ance program  must  take  full  account  of 
the  fact  that,  while  disbursements  for 
benefits  are  relativel}^  small  in  the  early 
years  of  the  program,  far  larger  total 
disbursements  are  inevitable  in  the 
future.  No  benefits  should  be  promised 
or  implied  which  cannot  be  safely 
financed  not  onh*  in  the  early  years  of 
the  program  but  when  workers  now 
young  will  be  old. 

VI.  Sound  presentation  of  the  govern- 
ment's financial  position  requires  full 
recogTiition  of  the  obligations  implied  in 
the  entire  old-age  security  program  and 
treasur}-  reports  should  annually  esti- 
mate the  load  of  future  benefits  and  the 
probable  product  of  the  associated  tax 
program. 


V.  This  policy  has  been  followed. 


VI.  The  1939  amendments  required 
that  this  be  done  in  annual  reports  of 
Boards  of  Trustees. 
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VII.  The  receipts  of  the  taxes  levied 
in  title  VIII  of  the  law,  less  the  costs  of 
collection,  should  through  permanent 
appropriation  be  credited  automatically 
to  an  old-age  insurance  fund  and  not  to 
the  general  fund  for  later  appropriation 
to  the  account,  in  whole  or  in  part,  as 
Congress  may  see  fit.  It  is  believed  that 
such  an  arrangement  will  be  constitu- 
tional. 


Action 

VII.  The  1939  amendments  estab- 
lished an  OAI  fund  (in  place  of  the 
"old-age  reserve  account").  (The  taxes 
go  into  the  general  fund  and  then  are 
automatically  appropriated  to  the  trust 
fund.) 


VIII.  The  old-age  insurance  fund 
should  specifically  be  made  a  trust  fund, 
with  designated  trustees  acting  on  the 
behalf  of  the  prospective  beneficiaries  of 
the  program.  The  trust  fund  should  be 
dedicated  exclusively  to  the  payment  of 
the  benefits  provided  under  the  program 
and,  in  limited  part,  to  the  costs  neces- 
sary to  the  administration  of  the 
program. 

IX.  The  consideration  of  change  in 
the  tax  schedule  under  title  VIII  of  the 
law  should  be  postponed  until  after 
the  rates  of  IH  percent  each  on  employer 
and  employee  are  in  efifect  since  infor- 
mation will  not  be  available  for  some 
time  concerning  (a)  tax  collections  under 
varying  conditions,  (h)  effective  cover- 
age under  taxes  and  benefits,  (c)  average 
covered  earnings,  period  of  coverage, 
time  of  retirement,  and  average  amount 
of  benefits,  (d)  the  possibilities  of 
covering  farm  labor,  domestic  employees 
or  self-employed  persons,  and  (e)  the 
possibilities  of  introducing  new  types 
of  benefits. 


VIII.  Enacted  in  1939. 


IX.  Not  followed;  1939  Act  delayed 
increase  in  contribution  rates  to  1% 
percent. 


X.  The  problem  of  the  timing  of  the 
contributions  by  the  government,  taking 
into  account  the  changing  balance 
between  pay-roll-tax  income  and  benefit 
disbursements,  is  of  such  importance  as 
to  require  thorough  study  as  information 
is  available. 


X.  Not  applicable,  see  financing 
recommendation  C,  I.  above. 


XI.  Following  the  accumulation  of  XI.  Same  as  above 
such  information,  this  problem  should 
be  restudied  for  report  not  later  than 
January  1,  1942,  as  to  the  proper 
planning  of  the  program  of  pay-roll 
taxes  and  governmental  contributions 
to  the  old-age  insurance  system  there- 
after, since  by  that  time  experience  on 
the  basis  of  5  years  of  tax  collections 
and  2  years  of  benefit  payments  (pro- 
vided the  present  act  is  amended  to 
that  effect)  will  be  available.  Similar 
studies  should  be  made  at  regular 
intervals  following  1942. 
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Council's  recommendation  Action 

1.  Self -employment. — Self-employed  1.  Coverage  of  nonfarm  self-employed 

persons  such  as  business  and  professional  (except   professional   groups)  enacted 

people,  farmers,  and  others  who  work  in    1950.    Professional  self-employed 

on  their  own  account  should  be  brought  covered  by  amendments  in  1954,  1956, 

under  coverage  of  the  old-age  and  sur-  and  1965.  The  1950  Act  set  the  contri- 

vivors  insurance  system.  Their  contri-  bution  rate  for  the  self-employed  at 

butions  should  be  payable  on  their  net  times  the  rate  paid  by  employees, 
income  from  self-employment,  and  their 
contribution  rate  should  be  1)^2  times 
the  rate  payable  by  employees.  Persons 
who  earn  very  low  incomes  from  self- 
employment  should  for  the  present 
remain  excluded. 


2.  Farm  workers. — Coverage  of  the  2.  Coverage  of  some  farm  employees 
old-age  and  survivors  insurance  system  enacted  in  1950.  Additional  farm 
should  be  extended  to  farm  employees,  employees  covered  by  amendments  in 

1954  and  1956.  .       bi  r- 

3.  Household  workers. — Coverage  of  3.  Coverage  of  some  household 
the  old-age  and  survivors  insurance  employees  enacted  in  1950.  Additional 
system  should  be  extended  to  household  household  employees  covered  by  1954 
workers.  amendments. 


4.  Employees  of  nonprofit  institu-  4.  Coverage  on  an  elective  basis  of 
tions. — Employment  for  nonprofit  insti-  employees  of  nonprofit  organizations 
tutions  now  excluded  from  coverage  enacted  in  1950. 

under  the  old-age  and  survivors  insur- 
ance program  should  be  brought  under 
the  program,  except  that  clergymen 
and  members  of  religious  orders  should 
continue  to  be  excluded. 

5.  Federal  civilian  employees. — Old-  5.  Coverage  of  Federal  civilian  em- 
age  and  survivors  insurance  coverage  ployees  not  under  a  retirement  system 
should  be  extended  immediately  to  the  enacted  in  1950.  Rest  of  recommenda- 
employees  of  the  Federal  Government  tion  not  enacted. 

and  its  instrumentalities  who  are  now 
excluded  from  the  civil-service  retire- 
ment system.  As  a  temporary  measure 
designed  to  give  protection  to  the  short- 
term  Government  worker,  the  wage 
credits  of  all  those  who  die  or  leave 
Federal  employment  with  less  than  5 
years'  service  should  be  transferred  to 
old-age  and  survivors  insurance.  The 
Congress  should  direct  the  Social 
Security  Administration  and  the  agencies 
administering  the  various  Federal  re- 
tirement programs  to  develop  a  perma- 
nent plan  for  extending  old-age  and 
survivors  insurance  to  all  Federal 
civilian  employees,  whereby  the  bene- 
fits and  contributions  of  the  Federal 
retirement  systems  would  supplement 
the  protection  of  old-age  and  survivors 
insurance  and  provide  combined  benefits 
at  least  equal  to  those  now  payable 
under  the  special  retirement  systems. 
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6.  Railroad  employees. — The  Congress 
should  direct  the  Social  Security  Ad- 
ministration and  the  Railroad  Retire- 
ment Board  to  undertake  a  study  to 
determine  the  most  practicable  and 
equitable  method  of  making  the  railroad 
retirement  system  supplementary  to 
the  basic  old-age  and  survivors  insurance 
program.  Benefits  and  contributions  of 
the  railroad  retirement  system  should 
be  adjusted  to  supplement  the  basic 
protection  afforded  by  old-age  and 
survivors  insurance,  so  that  the  com- 
bined protection  of  the  two  programs 
would  at  least  equal  that  under  the 
Railroad  Retirement  Act. 


Action 

6.  Under  1951  amendments,  credits 
for  work  covered  by  the  Railroad 
Retirement  Act  transferred  to  social 
security  if  an  employee,  at  retirement,, 
disablement,  or  death,  has  less  than  10 
years  of  railroad  service.  Rest  of 
recommendation  not  enacted. 


7.  Members  of  the  armed  forces. — Old-      7.  Enacted  in  1956. 
age  and  survivors  insurance  coverage 
should  be  extended  to  members  of  the 
armed  forces,  including  those  stationed 
outside  the  United  States. 


S.  Employees  of  State  and  local  govern-  8.  Coverage,  under  voluntary  agree- 
ments.—The      Federal      Government  ments  with  States,  of  State  and  local 
should  enter  into  voluntary  agreements  government   employees   not   under  a 
with  the  States  for  the  extension  of  retirement   system   enacted   in  1950; 
old-age    and    survivors    insurance    to  those  under  a  retirement  system  covered 
the    employees    of    State    and    local  by  1954  amendments, 
governments,    except   that  employees 
engaged  in  proprietary  activities  should 
be  covered  compulsorily. 


9.  Social  security  in  island  posses- 
sions.— A  commission  should  be  estab- 
lished to  determine  the  kind  of  social- 
security  protection  appropriate  to  the 
possessions  of  the  United  States. 


9.  Coverage  of  workers  in  some  U.S. 
possessions  enacted  in  1950  and  in 
1960. 


10.  Inclusion  of  tips  as  wages. — The  10.  Enacted  in  1965,  but  no  em- 
definition  of  wages  as  contained  in  ployer  contribution  on  tips  required, 
section  209(a)  of  the  Social  Security 

Act,  as  amended,  and  section  1426(a) 
of  subchapter  A  of  chapter  9  of  the 
Internal  Revenue  Code  should  be 
amended  to  specify  that  such  wages 
shall  include  all  tips  or  gratuities 
customarily  received  by  an  employee 
from  a  customer  of  an  employer. 

11.  Insured    status. — To    permit    a       11.  Substantially  enacted  in  1950. 
larger    proportion    of    older  workers, 

particularly  those  newly  covered,  to 
qualify  for  benefits,  the  requirments  for 
fully  insured  status  should  be  1  quarter 
of  coverage  for  each  2  calendar  quarters 
elapsing  after  1948  or  after  the  quarter 
in  which  the  indivudual  attains  the 
age  of  21,  whichever  is  later,  and  before 
the  quarter  in  which  he  attains  the  age 
of  65  (60  for  women)  or  dies.  Quarters 
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of  coverage  earned  at  any  time  after 
1936  should  count  toward  meeting  this 
requirement.  A  minimum  of  6  quarters 
of  coverage  should  be  required  and  a 
worker  should  be  fully  and  permanently 
insured  if  he  has  40  quarters  of  coverage. 
In  cases  of  death  before  January  1,  1949, 
the  requirement  should  continue  to  be  1 
quarter  of  coverage  for  each  2  calendar 
quarters  elapsing  after  1936  or  after  the 
quarter  in  which  the  age  of  21  was 
attained,  whichever  is  later,  and  before 
the  quarter  in  which  the  individual 
attained  the  age  of  65  or  died. 

12.  Maximum  base  for  contributions  12.  1950  legislation  raised  base  from 
and  benefits. — To  take  into  account  $3,000  to  $3,600  beginning  in  1951. 
increased  wage  levels  and  costs  of 
living,  the  upper  limit  on  earnings 
subject  to  contributions  and  credited 
for  benefits  should  be  raised  from  $3,000 
to  $4,200.  The  maximum  average 
monthly  wage  used  in  the  calculation 
of  benefits  should  be  increased  from 
$250  to  $350. 


13.  Average  monthly  wage. — The  aver- 
age monthly  wage  should  be  computed 
as  under  the  present  law,  except  that 
any  worker  who  has  had  wage  credits 
of  $50  or  more  in  each  of  six  or  more 
quarters  after  1948  should  have  his 
average  wage  based  either  on  the  wages 
and  elapsed  time  counted  as  under  the 
present  law  or  on  wages  and  elapsed 
time  after  1948,  whichever  gives  the 
higher  result. 

14.  Benefit  formula. — To  provide  ade- 
quate benefits  immediately  and  to 
remove  the  present  penalty  imposed  on 
workers  who  lack  a  lifetime  of  coverage 
under  old-age  and  survivors  insurance, 
the  primary  insurance  benefit  should  be 
50  percent  of  the  first  $75  of  the  average 
monthly  wage  plus  15  percent  of  the 
remainder  up  to  $275.  Present  bene- 
ficiaries, as  well  as  those  who  become 
entitled  in  the  future,  should  receive 
benefits  computed  according  to  this 
new  formula  for  all  months  after  the 
eflfective  date  of  the  amendments. 

15.  Increased  survivor  protection. — To 
increase  the  protection  for  a  worker's 
dependents,  survivor  benefits  for  a  fam- 
ily should  be  at  the  rate  of  three- 
fourths  of  the  primary  insurance  benefit 
for  one  child  and  one-half  for  each 
additional  child,  rather  than  one-half 
for  all  children  as  at  present.  The 
parent's  benefit  should  also  be  increased 
from  one-half  to  three-fourths.  Widows' 
benefits  should  remain  at  three-fourths 
of  the  primary  insurance  benefit. 


13.  Substantially  enacted  in  1950; 
AMW  computed  using  years  after  1950 
(or  year  aged  21)  instead  of  after  1948. 


14.  Substantially  enacted  in  1950; 
PI  A  made  50  percent  of  first  $100  plus 
15  percent  of  next  $200  of  AMW, 
effective  for  April  1952. 


15.  Substantially  enacted  in  1960;  a 
surviving  child  receives  three-fourths 
of  the  primary  insurance  benefit.  Parents 
benefits  increased  from  one-half  to 
three-fourths  in  1950. 
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16.  Dependents  of  insured  women. — To  16.  Enacted  in  1950. 
equalize  the  protection  given  to  the 
dependents  of  women  and  men,  benefits 
should  be  payable  to  the  young  children 
of  any  currently  insured  woman  upon 
her  death  or  eligibility  for  primary 
insurance  benefits.  Benefits  should  be 
payable  also  (a)  to  the  aged,  dependent 
husband  of  a  primary  beneficiary  who, 
in  addition  to  being  fully  insured,  was 
currently  insured  at  the  time  she  became 
eligible  for  primary  benefits,  and  (b)  to 
the  aged,  dependent  widower  of  a 
woman  who  was  fuUj^  and  currently 
insured  at  the  time  of  her  death. 


17.  Maximum  benefits.— To  increase 
the  family  benefits,  the  maximum 
benefit  amount  payable  on  the  wage 
record  of  an  insured  individual  should 
be  three  times  the  primary  insurance 
benefit  amount  or  80  percent  of  the 
individual's  average  monthly  wage, 
whichever  is  less,  except  that  this  limita- 
tion should  not  operate  to  reduce  the 
total  family  benefits  below  $40  a  month. 

18.  Minimum  bene^t. — The  mini- 
mum primary  insurance  benefit  payable 
should  be  raised  to  $20. 


17.  Substantially  enacted  in  1950, 
but  without  the  alternative  of  3  times 
the  primary  insurance  amount. 


18.  Enacted  in  1950. 


19.  Retirement  test. — No  retirement 
test  (work  clause)  should  be  imposed  on 
persons  aged  70  or  over.  At  lower  ages, 
however,  the  benefits  to  which  a  bene- 
ficiary and  his  dependents  are  entitled 
for  any  month  should  be  reduced  by  the 
amount  in  excess  of  $35  which  he  earns 
from  covered  employment  in  that 
month.  Benefits  should  be  suspended  for 
any  month  in  which  such  earnings  ex- 
ceed $35  but,  each  quarter,  beneficiaries 
should  receive  the  amount  by  which  the 
suspended  benefits  exceeded  earnings 
above  the  exemption. 

20.  Qualifying  age  for  women. — The 
minimum  age  at  which  women  may 
qualify  for  old-age  benefits  (primary, 
wife's,  widow's,  parent's)  should  be  re- 
duced to  60  years. 

21.  Lump-sum  benefits. — To  help  meet 
the  special  expenses  of  illness  and  death, 
a  lump-sum  benefit  should  be  payable 
at  the  death  of  every  insured  worker 
even  though  monthly  survivor  benefits 
are  payable.  The  maximum  payment 
should  be  four  times  the  primary  insur- 
ance benefit  rather  than  six  times  as 
at  present. 


19.  Principle  of  the  provision  enacted 
in  1950;  exempt  age  75  instead  of  70, 
and  exempt  amount  $50  instead  of  $35. 
1950  amendments  did  not  provide  for 
quarterly  payment  of  excess  benefit 
amounts  withheld. 


20.  Under  the  1956  amendments  the 
eligibility  age  for  women  was  reduced 
from  65  to  62  instead  of  60  as  recom- 
mended. 


21.  Similar  provision  enacted  in  1950; 
maximum  payment  set  at  three  times 
the  PIA.  The  1954  amendments  estab- 
lished a  maximum  lump-sum  payment 
of  $225.  This  limit  now  governs  all 
lump-sum  payments  since  3  times  the 
minimum  PIA  is  now  more  than  $225. 
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22.  Contribution  schedule  and  Govern- 
ment participation. — The  contribution 
rate  should  he  increased  to  IH  percent 
for  employers  and  l}^  percent  for  em- 
ployees at  the  same  time  that  benefits 
are  liberalized  and  coverage  is  extended. 
The  next  step-up  in  the  contribution 
rate,  to  2  percent  on  employer  and  2 
percent  on  employee,  should  be  post- 
poned until  the  IJ^-percent  rate  plus 
interest  on  the  investments  of  the  trust 
fund  is  insufficient  to  meet  current  bene- 
fit outlays  and  administrative  costs. 
There  are  compelling  reasons  for  an 
eventual  Government  contribution  to 
the  system,  but  the  Council  feels  that  it 
is  unrealistic  to  decide  now  on  the  exact 
timing  or  proportion  of  that  contribu- 
tion. When  the  rate  of  2  percent  on 
employers  and  2  percent  on  employees 
plus  interest  on  the  investments  of  the 
trust  fund  is  insufficient  to  meet  current 
outlays,  the  advisability  of  an  immedi- 
ate Government  contribution  should  be 
considered. 


22.  Under  1850  amendments,  contri- 
bution rate  increased  to  1.5  perc^;nt  for 
1951  and  2  percent  in  1954.  No  govern- 
ment contribution  authorized. 


1959  Advisory  Council  on  Social  Security  Financing 
CounciVs  recommendation  Action 


THE  MAJOR  FINDING 


The  method  of  financing  the  old-age, 
survivors,  and  disability  insurance  pro- 
gram is  sound,  and,  based  on  the  best 
estimates  available,  the  contribution 
schedule  now  in  the  law  makes  adequate 
provision  for  meeting  both  short-range 
and  long-range  costs. 


Endorsement  of 
action  necessary. 


existing  policy;  no 


CONTRIBUTIONS     BY     EMPLOYEES,  EM- 
PLOYERS,  AND  THE  SELF-EMPLOYED 


A.  The  Council  believes  that,  as 
provided  in  present  law,  a  substantial 
part  of  the  cost  of  this  program  should 
be  borne  directly  by  those  who  benefit 
from  it. 


A.  Same  as  above. 


B.  The  Council  believes  that  it  is  also 
appropriate  for  a  substantial  part  of  the 
cost  of  the  program  to  be  borne  by  an 
employer  contribution  and  for  the  self- 
employed  to  pay  a  rate  equal  to  one  and 
one-half  times  the  employee  rate. 


B.  Same  as  above.  (1965  Council 
recommended  reduction  in  relative  size 
of  the  tax  rate  for  the  self-employed.) 
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THE  EARNINGS  BASE  FOR  CONTRIBUTIONS 
AND  BENEFITS 

In  an  economy  characterized  by  Endorsement  of  existing  policy;  no 
rising  wages  and  salaries  it  is  necessary  action  necessary, 
to  give  periodic  review  to  the  maximum 
amount  of  earnings  subject  to  contri- 
butions and  credited  toward  benefits, 
since  this  maximum  determines  the 
proportion  of  the  covered  payrolls 
available  to  finance  the  program  and 
is  a  major  factor  in  determining  the 
extent  to  which  the  program  pays 
benefits  reasonably  related  to  the  past 
earnings  of  the  individual. 


THE  SCHEDULE  OF  CONTRIBUTION  RATES 


A.  The  Council  endorses  the  contri-  A.  New  contribution  rate  schedule 
bution  schedule  in  present  law  on  the  enacted  in  1961. 

basis  of  the  cost  estimates  we  have 
reviewed.  We  believe  that  the  1959, 
1960,  and  1963  rate  increases  should 
go  into  effect  as  scheduled  and  that 
conditions  will  probably  warrant  the 
1966  rate  increase  as  well.  The  last 
increase — that  scheduled  for  1969 — will 
need  to  be  evaluated  in  the  light  of 
the  conditions  current  at  that  time  and 
in  the  light  of  the  cost  estimates  then 
available. 

B.  The   Council   believes   that   the      B.  Policy  essentially  followed, 
establishment  of  a  contribution  schedule 

in  the  law  based  on  the  concept  of 
long-range  actuarial  balance  is  sound 
policy  and  should  be  continued.  How- 
ever, future  decisions  concerning  the 
financing  of  the  program  should  in- 
creasingly take  into  account  estimates 
of  trust  fund  income  and  outgo  over 
the  ensuing  15  or  20  years  based  on 
expected  earnings  and  employ- 
ment levels  and  on  demographic 
developments. 


THE  ROLE  OF  THE  TRUST  FUNDS 


A.  The  Council  approves  of  the 
accumulation  of  funds  that  are  more 
than  sufficient  to  meet  all  foreseeable 
short-range  contingencies,  and  that 
will  therefore  earn  interest  in  somewhat 
larger  amounts  than  would  be  earned 
if  the  funds  served  only  a  contingency 
purpose.  The  Council  concludes,  how- 
ever, that  a  "full"  reserve  is  unnecessary 
and  does  not  believe  that  interest 
earnings  should  be  expected  to  meet  a 
major  part  of  the  long-range  benefit 
costs. 


A.  Endorsement  of  existing  policy; 
no  action  necessary.  Both  the  1965  and 
1971  Councils  recommended  financing 
policies,  which  were  adopted,  which 
have  the  result  of  reducing  the  relative 
role  of  interest  earnings  in  the  financing 
of  the  program.  In  particular  the  1971 
Council  specifically  recommended  that 
the  funds  be  maintained  at  a  con- 
tingency reserve  level. 
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B.  The  investment  of  the  trust  funds  B.  Same  as  above, 
in  United  States  Government  obliga- 
tions is  a  proper  use  of  the  excess  of 
income  over  outgo  for  the  benefit  of  the 
contributors  to  the  funds.  The  trust 
funds  are  properly  kept  separate  from 
the  general  fund  of  the  Treasury"  and 
have  the  same  lender  status  as  other 
investors  in  Federal  securities. 


THE  MANAGEMENT  AND  INVESTMENT  OF 
THE  TRUST  FUNDS 

A.  The  investment  of  the  trust  funds  A.  Same  as  above, 
should  continue  to  be  restricted  to 
interest-bearing  obligations  of  the 
United  States  Government  or  to  obliga- 
tions guaranteed  as  to  principal  and 
interest  by  the  United  States. 


B.  The  investment  of  the  trust  funds      B.  Policy 
should  be  in  obligations  having  ma-  Trustees, 
turities   which  reasonabh^  reflect  the 
long-term  character  of  the  funds. 


adopted    by    Boards  of 


C.  Each  special  obligation  issued  for 
purchase  by  the  trust  funds  should 
carry  a  rate  of  interest  that,  in  prin- 
ciple, equals  the  rate  of  return  being 
realized  by  investors  who  purchase 
long-term  Government  securities  in  the 
open  market  at  the  time  the  special 
obligation  is  issued. 

D.  Investment  of  the  trust  funds,  as 
at  present,  should  be  either  in  special 
issues  or  in  public  issues,  but  the  statute 
should  be  amended  to  provide  that 
public  issues  may  be  acquired  only 
when  they  will  provide  currently  a  yield 
equal  to  or  greater  than  the  yield  that 
would  be  provided  by  the  alternative 
of  investing  in  special  issues. 

E.  The  law  should  be  amended  to 
state  that  the  Board  of  Trustees  as  a 
whole  has  the  responsibility  to  review 
the  general  policies  followed  in  manag- 
ing the  trust  funds,  and  to  recommend 
changes,  as  needed,  in  the  provisions  of 
the  law  that  govern  the  way  in  which 
the  trust  funds  are  to  be  managed.  In 
keeping  with  the  nature  of  its  responsi- 
bilities, the  intervals  between  meetings 
of  the  Board  should  be  not  more  than 
6  months. 


C.  Enacted  in  1960. 


D.  Statute  not  amended,  but  recom- 
mendation followed  in  practice. 


E.  Enacted  in  1960.  (However,  1965 
amendments  changed  the  interval  be- 
tween m.eetings  back  to  ]  J^ear.) 


F.  The  Council  has  examined  broadly 
the  way  administrative  expenses  are 
charged  to  the  trust  funds  and  the 
financial  provisions  relating  to  the 
Railroad  Retirement  Account  and  to 
the  coverage  of  the  members  of  the 
armed  forces  and  believes  that  the 
arrangements  are  fair. 


F.  Endorsement  of  existing  laws  and 
practices. 
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I.  FINANCING  THE  PRESENT  PROGRAM 

1.  The  Status  of  the  Program  and 
Allocation  of  Contribution  Income. — The 
social  security  program  as  a  whole  is 
soundly  financed,  its  funds  are  properly 
invested,  and  on  the  basis  of  actuarial 
estimates  that  the  Council  has  reviewed 
and  found  sound  and  appropriate,  pro- 
vision has  been  made  to  meet  all  of  the 
costs  of  the  program  both  in  the  short 
run  and  over  the  long-range  future.  The 
contribution  income  should  be  reallo- 
cated between  the  two  trust  funds,  how- 
ever, so  that  the  disability  insurance 
part  of  the  program,  like  the  old-age 
and  survivors  insurance  part  of  the  pro- 
gram and  the  program  as  a  whole,  will 
be  in  close  actuarial  balance. 

2.  Adjustment  in  the  Contribution  Rate 
Schedule  in  the  Short  Range. — The  con- 
tribution rates  now  scheduled  in  the 
law  should  be  adjusted  to  avoid  the 
rapid  increase  in  trust  fund  assets  that 
will  otherwise  begin  with  the  rate  in- 
creases scheduled  for  1966  and  1968. 

3.  The  Contribution  Rates  in  the  Long 
Range. — There  should  continue  to  be 
included  in  the  law  a  schedule  of  contri- 
bution rates  which,  according  to  the 
intermediate-cost  estimates,  will  be 
sufficient  to  support  the  program  over 
the  long-range  future.  However,  de- 
cisions about  putting  future  rate  in- 
creases into  effect,  once  the  rates 
actually  being  charged  are  high  enough  to 
cover  the  long-range  cost  of  the  program 
as  shown  by  a  reasonable  minimum 
estimate,  should  be  guided  largely  by 
estimates  of  program  costs  over  a  15-  or 
20-year  period. 

4.  The  Contribution  and  Benefit 
Base. — The  maximum  amount  of  annual 
earnings  that  is  taxable  and  creditable 
toward  benefits  needs  to  be  substantially 
increased  in  order  to  maintain  the  wage- 
related  character  of  the  benefits,  to 
restore  a  broader  financial  base  for  the 
program  and  to  apportion  the  cost  of  the 
system  among  low-paid  and  higher-paid 
workers  in  the  most  desirable  way. 

5.  The  Contribution  Rate  for  the  Self- 
Employed.  Increases  in  the  social  secu- 
rity contribution  rate  for  the  self- 
employed  beyond  the  present  rate 
should  be  put  into  effect  gradually,  and 
only  to  the  extent  that  the  ultimate 
rate  will  be  no  more  than  1  percent  of 
earnings  greater  than  the  rate  paid  by 
employees. 


1.  First  part  an  endorsement  of  exist- 
ing law ;  no  action  necessary. 


Enacted  in  1965; 
trust  fund  increased. 

2.  Enacted  in  1965. 


allocation  to  DI 


3.  Policy  essentially  followed. 


4.  Base 
1965  Act. 


substantially  increased  by 


5.  Not  enacted. 
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6.  Maintaining  the  Integrity  of  the 
Trust  Funds. — To  maintain  the  integrity 
of  the  trust  funds,  the  reimbursement 
of  the  trust  funds  for  the  cost  of  pay- 
ing social  security  benefits  based  on 
military  service  for  which  no  contribu- 
tions were  paid  should  begin  without 
further  delay  and  the  Board  of  Trustees 
should  be  given  specific  responsibility 
for  reviewing  those  administrative 
charges  against  the  trust  funds  which 
are  based  on  estimates  rather  than  on 
actual  costs. 


6.  Enacted  in  1965. 


II.    HOSPITAL   INSURANCE   FOR  OLDER 
PEOPLE  AND  THE  DISABLED 

1.  Inpatient  Hospital  Benefits. — The 
proposed  hospital  insurance  for  people 
age  65  or  over  and  the  disabled  should 
cover  a  number  of  days  suflBcient  to 
meet  the  cost  of  inpatient  hospital  serv- 
ices for  the  full  stay  of  almost  all 
beneficiaries. 


1.  Enacted  in  1965  for  people  age  65 
and  older;  extended  to  beneficiaries  who 
have  been  receiving  benefits  for  at  least 
24  consecutive  months  on  the  basis  of 
their  disability  in  1972.  Each  benefit 
period  consists  of  90  days  of  covered 
inpatient  hospital  services.  In  1967  a 
lifetime  reserve  of  60  additional  days  of 
inpatient  hospital  service  was  added. 
The  1965  law  also  included  supplemen- 
tary medical  insurance,  which  provides 
coverage  for  physicians'  care  and  other 
medical  services. 


2.  Outpatient  Hospital  Diagnostic  Serv-      2.  Enacted  in  1965. 
ices. — Payment    under    the  program 
should  be  made  for  the  costs  of  out- 
patient hospital  diagnostic  services  fur- 
nished beneficiaries. 


3.  Deductibles. — Hospitalized  bene- 
ficiaries should  pay  a  deductible  equal 
to  the  cost  of  one-half  day  of  care — $20 
at  the  program's  beginning.  In  the  case 
of  beneficiaries  who  are  provided  out- 
patient diagnostic  services,  this  deduct- 
ible amount  should  be  applied  for  each 
30-day  period  during  which  diagnostic 
services  are  provided. 


3.  Substantially  enacted  in  1965.  The 
deductible  for  the  first  60  days  of  in- 
patient care  is  equivalent  to  the  national 
average  cost  per  patient  day  of  hospital 
care — currently  $84.  For  the  61st 
through  the  90  day,  there  is  a  daily 
coinsurance  equal  to  one-fourth  of  the 
hospital  deductible;  for  each  hospital 
lifetime  reserve  day  used,  the  daily 
coinsurance  is  one-half  of  the  deduct- 
ible. For  posthospital  extended  care 
service  the  coinsurance  is  one-eighth  of 
the  deductible  a  day  for  the  21st  through 
the  100th  day.  Under  the  supplemen- 
tary medical  insurance  program,  the 
deductible  is  $60  and  the  coinsurance 
amount  is  20  percent  of  charges  over 
$60.  Coverage  of  outpatient  hospital 
diagnostic  services,  originally  covered 
under  the  hospital  insurance  program, 
was  transferred  to  the  supplementary 
medical  insurance  program  in  1967  and 
is  subject  to  a  $60  deductible  and  20 
percent  coinsurance. 
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4.  Services  in  Extended-Care  Facili- 
ties.— The  cost  of  posthospitalization  ex- 
tended-care services  in  facilities  which 
provide  high-quality  rehabilitative  and 
convalescent  services  should  be  covered 
so  as  to  pay  for  a  minimum  number  of 
days  after  hospitalization  in  all  cases, 
with  additional  days  of  extended-care 
services  being  paid  for  if  the  patient 
has  not  used  all  of  his  inpatient  hospital 
coverage. 


Action 

4.  Substantially  enacted  in  1965.  No 
provision  was  included  for  substitution 
of  additional  extended  care  days  for 
unused  hospital  days. 


5.    Organized    Home    Nursing    Serv-      5.  Enacted  in  1965. 
ices. — Insurance    coverage    should  be 
provided  for  organized  home  nursing 
services. 


6.  Payments  on  the  Basis  of  Reason-  6.  Enacted  in  1965. 
able  Cost. — The  extent  of  hospital 
insurance  and  related  protection  should 
be  specified  in  terms  of  the  services 
covered  rather  than  in  terms  of  fixed 
dollars,  and  covered  services  should  be 
paid  for  on  the  basis  of  the  full  reason- 
able cost  of  the  services. 


7.  Hospital  Staff  Review  of  Utiliza- 
tion.— Hospitals  should  be  required,  as 
a  condition  of  participation,  to  establish 
professional  staff  committees  to  review 
the  services  utilized. 


7.  Enacted  in  1965  and  modified  in 
1972. 


8.  Administration. — The  proposed  8.  Enacted  in  1965. 
hospital  insurance  provisions  should  be 
administered  by  the  same  Federal 
agencies  which  administer  the  social 
security  program  but  in  carrying  out 
this  responsibility  the  Federal  Gov- 
ernment should  use  private  and  State 
agencies  to  the  extent  that  these  agencies 
can  contribute  to  efficient  and  effective 
operation. 


9.  The  Basis  of  Eligibility  for  Bene- 
fits.— Hospital  insurance  benefits  should 
be  provided  for  aged  and  disabled 
beneficiaries  of  the  social  security 
program,  and  special  provision  should 
be  made  for  the  next  few  years  for  those 
who  have  not  met  the  requirements  of 
eligibility  under  the  program. 


9.  Enacted  in  1965  for  all  persons 
age  65  and  over;  extended  to  disabled 
persons  who  have  been  receiving  social 
security  or  railroad  retirement  benefits 
for  2  consecutive  years  or  more  on  the 
basis  of  their  disability  in  1972. 


10.  Financing. — The  proposed  hospi- 
tal insurance  program  should  be 
financed  by  a  special  earmarked  con- 
tribution of  0.4  percent  of  covered 
earnings  from  employees  and  from 
employers,  and  0.5  percent  from  the 
self-employed,  with  an  0.15  percent 
contribution  from  Federal  general  rev- 
enues to  cover  the  cost  of  benefits  for 
those  already  retired  or  disabled. 


10.  Enacted  in  1965,  Contribution 
rate  for  employees,  employers,  and 
the  self-employed  was  set  at  0.35 
percent  each  for  1966.  The  current 
rate  is  0.9  percent  each. 
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III.  IMPROVEMENTS  IN  THE  CASH-BENEFIT 
PROVISIONS 

1.  The  Period  for  Computing  Benefits  1.  Shortened  benefit  computation 
for  Men. — The  period  for  computing  period  for  men  enacted  in  1972,  but 
benefits  (and  insured  status)  for  men  prospective  only — not  for  those  already 
should  be  based,  as  is  now  the  case  for  on  the  rolls. 

women,  on  the  period  up  to  the  year 
of  attainment  of  age  62,  in  stead  of  age 
65  as  under  present  law,  with  the  result 
that  3  additional  years  of  low  earnings 
would  be  dropped  from  the  computation 
of  retirement  benefits  for  men. 

2.  A  General  Increase  in  Benefits. — A  2.  Benefits  increased  in  1965;  guar- 
general  increase  in  benefit  amounts,  anteed  an  increase  of  7  percent  or  $4 
accomplished  by  a  change  in  the  way  in  benefit  level,  whichever  was  higher, 
the  benefit  formula  is  constructed,  effective  for  January  1,  1965.  Change 
should  be  provided  to  take  into  account  in  the  construction  of  the  Vjenefit 
increases   in   wages   and   prices   since  formula  not  enacted. 

the  last  general  benefit  increase  in 
1958,  and  the  maximum  on  monthly 
family  benefits  should  be  related  to 
earnings  throughout  the  benefit  range. 

3.  The  maximum  Lump-Sum  Death      3.  Not  enacted. 
Payment. — The    maximum  lump-sum 

death  payment  should  not  be  set  in 
terms  of  an  absolute  dollar  limit  but 
rather  should  be  the  same  as  the  high- 
est family  maximum  monthly  benefit. 

dependents'  and  survivors'  BENEFITS 

4.  Children  Over  Age  18  Attending  4.  Enacted  in  1965.  Extended  in  1972 
School. — Benefits  should  be  payable  to  to  end  of  quarter  or  semester  in  which 
a  child  until  he  reaches  age  22,  provided  22nd  birthday  occurs. 

the  child  is  attending  school  between 
ages  18  and  22. 

5.  Disabled  Widows. — The  disabled  5.  Partially  enacted  in  1967 — benefits 
widow  of  an  insured  worker,  if  she  be-  provided  for  disabled  widows  and  wid- 
came   disabled   before   her   husband's  owers  at  age  50. 

death  or  before  her  youngest  child  be- 
came 18,  or  within  a  limited  period 
after  either  of  these  events,  should  be 
entitled  to  widow's  benefits  regardless 
of  her  age. 

6.  Definition  of  Child. — A  child  should      6.  Substantially  enacted  in  1965. 
be  paid  benefxts  based  on  his  father's 

earnings  without  regard  to  whether  he 
has  the  status  of  a  child  under  State 
inheritance  laws  if  the  father  was  sup- 
porting the  child  or  had  a  legal  obliga- 
tion to  do  so. 

DISABILITY  BENEFITS 

7.  Young  Disabled  Workers. — Young      7.  Enacted  in  1967;  workers  disabled 

workers  who  become  disabled  should  before  age  31  must  have  quarters  of 

have  their  eligibility  for  benefits  deter-  coverage  equal  to  one-half  the  quarters 

mined  on  the  basis  of  a  test  of  substan-  elapsing  after  age  21  up  to  disablement, 

tial   and  recent   employment  that  is  with  a  minimum  of  6  such  quarters, 
appropriate  for  such  workers. 
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8.  Rehabilitation  of  Disability  Bene-  8.  Enacted  in  1965. 
ficiaries. — The  social  security  program 
should  ipsky  the  costs  of  rehabilitation 
for  disability  beneficiaries  likely  to  be 
returned  to  gainful  work  through  such 
help,  with  the  rehabilitation  services 
being  provided  through  State  vocational 
rehabilitation  agencies. 


ELIGIBILITY  FOR  BENEFITS 


9.  Insured  Status. — The  Council  rec- 
ommends retention  of  a  requirement  of 
covered  work  as  a  test  of  eligibility 
for  benefits,  and  has  no  major  changes 
to  recommend  in  the  present  provisions. 


9.  Endorsement  of  existing  law;  no 
legislation  necessary. 


10.  Retirement  Test. — The  provision       10.  Endorsement  of  existing  law;  no 
in  the  law  that  prevents  the  payment  legislation  necessary  (Test  retained  but 
of  benefits  to  a  person  with  substantial  exempt  amount  and  reduction  factor 
earnings  from  current  work — the  retire-  changed  in   subsequent  legislation.) 
ment  test — is  essential  in  a  program 
designed  to  replace  lost  work  income  and 
should  be  retained. 


EXTENDING     THE     COVERAGE     OF  THE 
PROGRAM 

11.  Doctors     of     Medicine. — Self-      11.  Enacted  in  1965. 
employed  doctors  of  medicine  should 

be  covered  on  the  same  basis  as  other 
self-employed  people  now  covered,  and 
interns  should  be  covered  on  the  same 
basis  as  other  employees  working  for 
the  same  employer. 

12.  Tips. — Social  security  contribu-      12.  Enacted  in  1965,  but  no  employer 
tions  should  be  paid  on  tips  an  employee  contributions  on  tips  required, 
receives  from  a  customer  of  his  em- 
ployer,  and  tips   should  be  counted 

toward  benefits. 


13.  Federal  Employees. — Social  secu- 
rity credit  should  be  provided  for  the 
Federal  employment  of  workers  whose 
Federal  service  was  covered  under  the 
civil  service  retirement  system  but 
who  are  not  protected  under  that 
system  at  the  time  they  retire,  become 
disabled,  or  die. 

14.  State  and  Local  Government  Em- 
ployees.— The  coverage  of  additional 
State  and  local  government  employees 
should  be  facilitated  by  making  avail- 
able to  all  States  the  option  of  covering 
only  those  present  members  of  State  and 
local  government  retirement  system 
groups  who  wish  to  be  covered,  with 
coverage  of  all  new  members  of  the 
group  being  compulsory.  Also,  police- 
men and  foremen  in  aU  States  should  be 
provided  the  same  opportunity  for 
coverage  as  other  State  and  local 
government  employees. 


13.  Not  enacted. 


14.  First  part  of  recommendation  not 
enacted. 


In  1967  under  certain  conditions 
coverage  under  voluntary  agreements 
between  States  and  the  Federal  Gov- 
ernment was  extended  to  firemen  under 
a  retirement  system. 
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CouncU's  recommendation  Action 
A.  Cash  Benefits 


GENERAL  RECOMMENDATIONS 

1.  Automatic  Adjustments. — The  law 
should  provide  a  guarantee  that,  in  the 
absence  of  congressional  action,  social 
security  benefits  wiU  be  at  least  kept 
up  to  date,  automatically,  with  increases 
in  prices,  and  that  the  contribution 
and  benefit  base  and  the  retirement  test 
exempt  amount  will  be  automatically 
adjusted  to  increases  in  earnings  levels. 

2.  Criteria  for  Future  Benefit  In- 
creases.— Future  congressional  consider- 
ation of  social  security  cash  benefit 
levels  should  include  consideration  of 
improved  benefit  levels  based  on  criteria 
related  to  (1)  the  adequacy  of  benefit 
amounts  for  regularly  employed  low- 
paid  workers  and  (2)  the  relationship  of 
benefit  levels  in  general  to  the  levels  of 
hving  of  current  workers. 

3.  The  Contribution  and  Benefit 
Base. — The  maximum  amount  of  annual 
earnings  that  is  taxable  and  creditable 
toward  benefits — the  contribution  and 
benefit  base — should  be  increased  to 
$12,000  in  1974  and  thereafter  should 
be  automatically  kept  up  to  date  with 
rising  earnings  levels. 


1.  Automatic  adjustment  of  bene- 
fits and  contribution  and  benefit  base 
enacted  in  1972. 

Automatic  adjustment  of  retirement 
test  exempt  amount  enacted  in  1972. 


2.  Partially  adopted.  20-percent  bene- 
fit increase  and  special  minimum 
benefit  for  long-term  workers  enacted 
in  1972. 


3.  Substantially  adopted.  Under  1972 
legislation  the  base  went  to  $10,800 
in  1973  and  $12,000  in  1974  with  auto- 
matic adjustment  thereafter.  (1973 
legislation  increased  base  to  $13,200 
in  1974.) 


4.  Maximum  Family  Benefits. —  4,  Enacted  in  1971. 
Each  time  a  general  benefit  increase 
takes  place  in  the  future,  maximum 
family  benefits  should  be  increased  by 
the  same  percentage  so  that  families 
coming  on  the  rolls  after  the  general 
increase  occurs,  as  well  as  families 
already  on  the  rolls  at  the  time,  would 
be  guaranteed  the  full  amount  of  the 
increase. 


RETIREMENT    AND    SURVIVORS  PROTEC- 
TION 


5.  Lump-Sum  Death  Payments. — The  5.  Not  enacted, 
statutory  dollar  Umit  of  $255  on  the 
lump-sum  death  payment  should  be 
removed  so  that  lump-sum  payments 
would  vary  with  the  past  earnings  of 
the  worker.  The  payment  should  con- 
tinue to  equal  three  times  the  benefit 
computed  on  the  earnings  of  the  de- 
ceased worker,  with  the  maximum  pay- 
ment being  the  same  as  the  highest 
monthly  benefit  for  a  family. 
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6.  Election  to  Receive  Actuarially  Re-  6.  Not  enacted. 
duced  Benefits. — A  person  eligible  for 
actuarially  reduced  benefits  both  as  a 
retired  worker  and  as  a  spouse  should  be 
able  to  choose  to  take  only  one  of  the 
two  benefits  and  claim  the  other  one 
later,  with  the  reduction  in  one  benefit 
having  no  effect  on  the  amount  of  the 
benefit  that  is  taken  later. 


7.  Retroactive  Benefit  Payments. — 
Social  security  benefits  should  not  be 
paid  retroactively  for  months  before  an 
application  is  filed  when  this  would 
require  permanent  reduction  of  future 
monthly  benefits. 

8.  Equal  Treatment  of  Men  and 
Women. — The  number  of  years  over 
which  earnings  are  averaged  in  figuring 
benefit  amounts,  and  the  period  used  to 
determine  the  amount  of  covered  em- 
ployment needed  to  qualify  for  benefits, 
should  be  shortened  by  3  years  for  men, 
so  that  the  number  of  years  used  would 
be  the  same  as  for  women — both  for 
those  on  the  benefit  rolls  and  for  those 
coming  on  in  the  future.  Also,  actuari- 
ally reduced  benefits  should  be  provided 
for  dependent  widowers  at  age  60,  as 
they  are  now  for  dependent  widows. 


7.  Not  enacted. 


8.  Shortened  benefit  computation 
period  for  men  enacted  in  1972,  but  pro- 
spective only — not  for  those  men 
already  on  the  rolls. 


Reduced  benefits  for  dependent  wid- 
owers at  age  60  enacted  in  1972. 


9.  The  Retirement  Test.— The  social  9.  Substantially  adopted  in  1972. 
security  retirement  test,  under  which 

benefits  are  decreased  or  withheld  if  a 
beneficiary  has  substantial  earnings 
from  work,  should  be  retained,  but  the 
test  should  be  changed  to  enable  bene- 
ficiaries to  increase  their  earnings  with- 
out disadvantage. 

10.  Widows  and  Widowers. — Widows'      10.  Enacted  in  1972. 
and  dependent  widowers'  benefits  should 

be  increased  so  that  a  widow  or  de- 
pendent widower  who  comes  on  the 
rolls  at  or  after  65  would  receive  either 
100  percent  of  the  benefit  the  insured 
worker  was  actually  receiving  at  the 
time  of  his  or  her  death  or,  if  the  insured 
worker  was  not  receiving  benefits,  100 
percent  of  the  benefit  he  would  have 
been  eligible  for  at  age  65.  Benefits  for 
widows  and  dependent  widowers  who 
come  on  the  rolls  between  the  ages  of  60 
and  65  should  be  reduced  so  that  these 
beneficiaries  will  receive  about  the  same 
amount  in  benefits,  over  the  longer 
period  over  which  the  benefits  will  be 
paid,  as  they  would  have  received  if  they 
started  to  get  benefits  at  or  after  age  65. 
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11.  Child  Dependent  on  a  Related 
Worker  Not  His  Parent. — Benefits  should 
be  provided  for  a  child  on  the  basis  of 
the  earnings  of  a  related  worker  other 
than  his  parent  if  the  child  was  de- 
pendent on  and  living  with  the  worker 
for  a  specified  period  immediately  before 
the  worker  became  entitled  to  benefits  or 
died. 

12.  Support  Requirement  for  Divorced 
Wives  and  Widows. — The  law  should 
be  revised  to  eliminate  the  requirement 
that  to  qualify  for  benefits  based  on  the 
earnings  record  of  her  former  husband  a 
divorced  woman  must  show  that  she 
lost  support  or  a  potential  source  of 
support  when  he  retired,  became  dis- 
abled, or  died. 

DISABILITY  PROTECTION 

13.  Insured  Status  Requirements  for 
Disability  Benefits. — Workers  should  be 
able  to  qualify  for  disabihty  benefits 
without  having  to  meet  a  test  of  recent 
covered  work — a  test  that  does  not  have 
to  be  met  to  qualify  for  other  social 
security  benefits. 

14.  Waiting  Period  for  Disability 
Benefits. — The  waiting  period  for  dis- 
ability insurance  benefits  should  be 
reduced  by  1  month  so  that  benefits 
would  first  be  payable  for  the  6th 
month  after  total  disability  occurs 
(payable  in  the  7th  month),  and  such 
benefits  should  be  paid  without  regard 
to  whether  the  disability  is  expected 
to  last  at  least  12  months  or  to  result 
in  death. 

15.  Older  Disabled  Workers. — A  worker 
aged  55  or  over  should  be  considered 
disabled  for  purposes  of  social  security 
if  he  meets  the  test  of  disability  now 
applicable  to  older  blind  workers,  which 
is  more  liberal  than  the  general  test  of 
disability  in  present  law. 

16.  Rehabilitation  of  Disability  Bene- 
ficiaries.— The  amount  of  social  security 
trust  fund  money  authorized  for  reim- 
bursement of  State  vocational  rehabili- 
tation agencies  for  the  costs  of  rehabili- 
tating social  security  disability  bene- 
ficiaries should  be  increased. 


Action 

11.  Similar  provision  adopted  in 
1972 — but  applicable  only  where  the 
"related  worker"  is  the  child's  grand- 
parent. 


12.  Enacted  in  1972. 


13.  Similar  provision  adopted  in 
1972— hmited  to  the  bhnd  only. 


14.  Reduction  in  waiting-period  pro- 
vision adopted  in  1972  but  12-month 
prognosis-duration  requirement  not 
changed. 


15.  Not  enacted. 


16.  The  1972  amendments  increased 
in  steps  the  amount  of  trust  fund  money 
to  1.5  percent  of  previous  year's  dis- 
ability benefits;  Council  recommended 
up  to  2  percent. 
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17.  Workmen's  Compensation  Offset  for 
Disability  Insurance  Beneficiaries. — 
When  a  disabled  worker  is  eligible  for 
both  social  security  disability  benefits 
and  workmen's  compensation,  his  com- 
bined benefits  should  be  restricted  to  an 
amount  that  is  less  than  he  was  earning 
before  he  became  disabled.  However, 
the  method  prescribed  in  present  law 
for  determining  a  disabled  worker's  pre- 
vious earnings — based  on  average  earn- 
ings over  a  period  of  5  years  or  more — 
should  be  revised  to  provide  a  more 
accurate  measure  of  the  worker's  earn- 
ings at  the  time  he  became  disabled. 
Such  a  measure  would  be  provided  by 
his  earnings  in  his  best  year  in  the 
period  consisting  of  the  year  in  which 
he  became  disabled  and  the  five  years 
immediately  preceding  that  year. 

18.  Disabled  Widows  and  Widowers. — 
Disabled  widows  and  disabled  depend- 
ent widowers  should  be  eligible  for  bene- 
fits without  regard  to  age,  and  the 
benefits  should  not  be  reduced  by  reason 
of  their  beginning  before  age  65. 

19.  Disabled  Wives  and  Husbands. — 
Benefits  comparable  to  those  provided 
for  aged  wives  and  aged  dependent 
husbands  of  social  security  beneficiaries 
should  be  paid  to  disabled  wives  and 
disabled  dependent  husbands. 


Action 

17.  Enacted  in  1972. 


18.  Not  enacted. 


19.  Not  enacted. 


20.  Childhood  Disability  .—The  dis- 
ability benefits  provided  for  sons  and 
daughters  of  insured  deceased,  dis- 
abled, or  retired  workers  who  become 
totally  disabled  before  reaching  age  18 
should  be  provided  also  for  those  who 
become  totally  disabled  after  reaching 
age  18  but  before  age  22.  Also,  a  person 
whose  childhood  disability  benefits  are 
terminated  because  he  returns  to  work 
or  recovers  tmporarily  should  be  per- 
mitted to  again  be  eligible  for  benefits 
if  he  becomes  unable  to  work  before 
he  has  had  a  reasonable  opportunity 
to  acquire  disability  protection  based 
on  his  own  earnings. 


20.  Enacted  in  1972,  except  that 
reentitlement  period  is  7  years,  while 
Council  recommended  10  years. 


COVERAGE  UNDER  SOCIAL  SECURITY 

21.  Federal  Civilian  Employees. — The  21.  Not  enacted. 
Council  recommends  that  the  Congress 
give  consideration  to  an  approach  under 
which  earnings  credits  under  social 
security  and  the  civil  service  retire- 
ment system  of  a  worker  who  retires, 
becomes  disabled,  or  dies,  would  be 
combined  in  cases  when  there  is  no 
benefit  eligibility  under  one  or  either 
system  so  that  benefits  can  be  paid — 
under  one  system  or  the  other — which 
take  into  account  the  worker's  earn- 
ings under  both  systems. 
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22.  Farm  Workers. — Social  security  22.  Not  enacted, 
coverage  of  farm  workers  should  be 
improved  by  providing  that  employers 
who  have  substantial  amounts  of  ex- 
penditures for  farm  labor  reporr,  all 
of  the  cash  wages  paid  to  their  em- 
ployees, and  that  the  determination  of 
whether  leaders  of  farm  labor  crews 
are  employers  of  their  crew  members 
be  made  under  the  common-law  test  of 
whether  an  individual  is  an  em.ployee. 


B.  Medicare 


1.  Coverage  for  the  Disabled. — Medicare 
should  be  extended  to  social  security 
disability  beneficiaries. 


1.  Enacted  in  1972,  but  limited  to 
persons  who  have  been  receiving  benefits 
on  the  basis  of  their  disability  for  24 
consecutive  months. 


2.  Coverage  of  Prescription  Drugs. — 
Medicare  should  be  expanded  to  include 
coverage  of  out-of-hospital  drugs  re- 
quiring a  prescription.  Such  coverage 
should  apply  to  all  persons  entitled  to 
Medicare  protection,  including  social 
security  disability  beneficiaries  as  well 
as  those  age  65  and  over.  Medicare 
should  be  responsible  for  a  flat  copay- 
ment  amount  of  $2  per  new  prescription 
and  $1  per  refill  prescription,  and  the 
Medicare  payment  should  be  to  the 
drug  vendor,  who  would  be  responsible 
for  maintaining  necessary  records  and 
initiating  claims. 


2.  Not  enacted. 


3.  Financing  Hospital  Insurance  and  3.  Not  enacted.  Under  1972  amend- 
Supplementary  Medical  Insurance  ments,  supplementary  medical  insurance 
through  Social  Security  Contributions  premium  can  be  increased  only  in  event 
and  General  Revenues. — For  financing  of  a  general  benefit  increase — and  then 
purposes,  supplementary  medical  in-  by  no  more  than  the  percentage  by 
surance  (now  financed  through  pre-  which  cash  benefits  have  been  increased 
miums  and  general  revenues)  should  be  since  the  SMI  premium  was  last 
combined  with  hospital  insurance,  and  increased. 

the  Medicare  program,  as  enlarged 
under  the  Council's  recommendations, 
should  be  financed  by  one-third  con- 
tribution from  employees,  one-third 
from  employers,  and  one-third  from 
general  revenues.  Thus,  people  would 
pay  in  advance  toward  supplementary 
medical  insurance,  as  they  do  toward 
hospital  insurance,  through  contribu- 
tions during  the  working  years  rather 
than  premiums  after  age  65. 

4.  Coverage  of  Additional  Days   of      4.  Not  enacted. 
Inhospital  Care  and  Extended  Care. — 

The  number  of  'lifetime  reserve"  days 
for  which  inpatient  hospital  benefits 
may  be  paid  should  be  increased  from 
60  days  to  120  days,  and  the  daily 
rate  of  coinsurance  now  applicable  to 
such  lifetime  reserve  days  should  be 
an  amount  equal  to  one-fourth  (rather 
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than  the  present  one-half)  of  the  in- 
patient hospital  deductible.  A  lifetime 
reserve  of  60  cov^ered  days,  to  which 
would  be  applied  a  rate  of  coinsurance 
equal  to  one-eighth  of  the  inpatient 
hospital  deductible,  should  be  added 
to  the  present  posthospital  extended 
care  benefits. 


C.  Financing 


ACTUARIAL  SOUNDNESS  OF  THE  PROGRAM 


1.  Current  Status. — Adequate  provi- 
sion has  been  made  in  the  law  to  meet 
all  the  costs  of  the  cash  benefits  pro- 
gram both  in  the  short  run  and  over 
the  long-range  future;  the  cash  benefits 
program  is  actuarially  sound.  Income 
to  the  supplementary  medical  insur- 
ance part  of  the  Medicare  program  will 
be  more  than  suflficient  to  meet  incurred 
benefits  costs  over  the  period,  estab- 
lished by  the  law,  for  which  monthly 
premiums  have  been  promulgated.  How- 
ever,  unless  income  is  increased,  the 
hospital  insurance  trust  fund  will  be 
exhausted  in  1973. 


1.  Under  estimates  made  at  the  time 
of  the  1973  legislation,  the  cash-benefits 
program  remains  actuarially  sound.  The 
underfinancing  of  hospital  insurance 
program  was  corrected  in  1972  and  that 
part  of  the  program  is  actuarially  sound. 


MANAGEMENT  AND  INVESTMENT  OF  THE 
TRUST  FUNDS 

2.  Investment  Policy. — The  Managing 
Trustee  of  the  social  securitj^  trust  funds 
should  adopt  a  policy  of  investing  in 
special  obligations  with  maturity  dates 
equal  to  the  maximum  maturity  date 
of  Treasury  notes  (at  present  7  years) 
rather  than  maturity  dates  of  15  years 
from  date  of  purchase. 

3.  Interest-Rate  Formula. — The  inter- 
est rates  on  special  obligations  issued  to 
the  trust  funds  should  be  equal  to  the 
average  market  yield  on  all  marketable 
Treasury  notes  that  are  not  due  or 
callable  until  4  or  more  years  from  the 
time  the  special  obligations  are  issued. 

4.  Securities  Issued  hy  Federally  Spon- 
sored Agencies. — The  Council  believes 
that  there  is  adequate  statutory  author- 
ity for  investment  of  trust  fund  money 
in  securities  issued  by  federally  spon- 
sored agencies.  The  Council  recom- 
mends that  the  Managing  Trustee 
establish  a  policy  of  purchasing  a  por- 
tion of  new  obligations  issued  by  such 
agencies  as  investments  for  the  trust 
funds. 


2.  Adopted.  No  legislation  necessary. 


3.  Not  adopted;  under  study  by 
Boards  of  Trustees. 


4.  Not  adopted;  under  study  by 
Boards  of  Trustees. 
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CounciVs  recommendation 

5.  Boards  of  Trustees. — The  Council 
recommends  that  two  nongovernment 
members,  to  be  appointed  by  the  Presi- 
dent subject  to  confirmation  by  the 
Senate,  be  added  to  the  boards  of 
trustees  of  the  social  security  trust 
funds. 


Action 

5.  Requires  legislation.  Not  enacted. 


6.  The  Trust  Funds  and  the  Unified 
Budget. — Even  though  the  operations  of 
the  social  security  trust  funds  and  other 
Federal  trust  fund  programs  are  com- 
bined with  the  general  operations  of  the 
Federal  Government  in  the  unified 
Federal  budget,  policy  decisions  affect- 
ing the  social  security  program  should 
be  based  on  the  objectives  of  the  pro- 
gram rather  than  on  any  effect  that  such 
decisions  might  have  on  the  Federal 
budget.  The  operations  of  the  social 
security  and  other  Federal  trust  funds 
should  continue  to  be  identified  as  such 
and  separated  from  the  general  opera- 
tions of  the  Government. 


6.  This  recommendation  has  generally 
been  followed. 


ACTUARIAL   ASSUMPTIONS    AND  METHOD- 
OLOGY 


7.  Earnings  Assumption. — The  Coun- 
cil recommends  that  the  actuarial  cost 
estimates  for  the  cash  benefits  program 
be  based — as  the  estimates  for  the  hos- 
pital insurance  program  now  are — on 
the  assumptions  that  earnings  levels 
will  rise,  that  the  contribution  and 
benefit  base  will  be  increased  as  earnings 
levels  rise,  and  that  benefit  payments 
will  be  increased  as  prices  rise. 

8.  Single  Best  Estimate. — Contribu- 
tion rates  should  be  based  on  a  single, 
best  estimate  derived  from  a  single  set 
of  assumptions  that  reflect  likely  future 
trends  in  the  factors  that  affect  income 
and  outgo  of  the  program,  rather  than 
on  an  average  of  a  low-cost  and  a  high- 
cost  estimate,  as  has  been  the  case  in  the 
past;  and  there  should  be  a  series  of 
estimates  which  show  the  extent  to 
which  the  best  estimate  might  vary  if 
experience  with  respect  to  any  of  the 
major  factors  were  to  differ  from  the 
assumptions. 

9.  Valuation  Period  for  Health  Insur- 
ance.— The  Council  recommends  that 
the  valuation  period  for  estimating 
health  insurance  program  costs  be  re- 
duced from  25  years  to  10  years. 


7.  Adopted  in  1972;  no  legislation 
necessary. 


8.  Being  adopted  gradually,  no  legisla- 
tion necessary. 


9.  Not  adopted. 
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Council's  recommendation  Action 

THE  SIZE  AND  FUNCTION  OF  THE  TRUST 
FUNDS 

10.  Current-Cost  Financing. — The  fi- 
nancing of  the  program  should  be  on  a 
current-cost  basis,  with  the  trust  funds 
maintained  at  a  level  approximately 
equal  to  one  year's  expenditures. 

GENERAL  REVENUE  FINANCING  OF 
MEDICARE 

11.  Gradual  Increase  in  General  Reve- 
nue Financing  of  Medicare. — The  com- 
bined Medicare  program  should  be 
financed  with  a  general-revenue  con- 
tribution equal  to  one-third  of  total 
program  costs,  with  such  share  being 
lower  than  one-third  at  first  and 
gradually  increasing  over  a  period  of 
years  to  the  one-third  level. 

CONTRIBUTION  RATES  FOR  CASH  BENEFITS 
AND  MEDICARE 

12.  Contribution  Rates. — The  Council 
believes  that  the  contribution  rate 
schedule  for  the  next  10  years  should  be 
designed  to  follow  closely  the  principle 
of  current-cost  financing  described  in 
Part  IV.  Contribution  rates  for  the 
cash  benefits  program  after  the  next 
10  years  would  be  shown  in  two  steps, 
each  based  on  average  rates  for  an 
extended  period  of  several  decades. 
Contribution  rates  for  the  Medicare 
program  would  not  extend  beyond  a 
10-year  period  since  the  Council  does 
not  believe  that  it  is  feasible  to  make 
realistic  estimates  for  this  program  for 
a  longer  period. 

Glossary 

Annual  exempt  amount. — Amount  of  earnings  a  beneficiary  can  have  in  a  year 
and  still  receive  all  of  his  benefits  for  that  year  ($2,520  for  the  year  1975).  (The 
amount  is  automatically  adjusted  periodically  based  on  increases  in  general 
earnings  levels.) 

Average  covered  wages. — The  measure  used  to  determine  increases  in  the  con- 
tribution and  benefit  base  and  the  retirement  test  exempt  amount.  Average 
covered  wages,  for  this  purpose,  are  the  average  amount,  per  employee,  of  the 
taxable  wages  of  all  employees  reported  under  the  program  for  the  first  calendar 
quarter  of  a  given  year.  (As  used  in  the  report,  "wages"  refer  to  cash  remuneration 
for  employees,  including  wages,  salaries,  etc.,  as  compared  to  "earnings"  which 
denote  wages  plus  self-employment  income.) 

Average  monthly  earnings  (AME). — The  earnings  used  to  determine  the  primary 
insurance  amount  on  which  benefits  for  a  worker  and  his  family  will  be  based.  In 
general,  average  monthly  earnings  are  computed  by  averaging  the  worker's 
total  earnings  (limited  to  the  contribution  and  benefit  base  in  any  year)  over  5 
years  less  than  the  number  of  years  elapsing  after  1950,  or  age  21,  if  later,  and 
up  to  the  year  of  death,  disability,  or  the  year  in  which  the  worker  reaches 
retirement  age. 

Average  monthly  indexed  earnings  (AMIE). — Same  as  AME,  except  that  the 
earnings  in  each  of  the  years  included  in  the  averaging  period  would  be  updated 
when  a  worker  retires,  becomes  disabled,  or  dies  to  take  account  of  the  increase 
in  average  covered  wages  since  the  years  in  which  the  earnings  occurred. 


10.  Reflected  in  1972  and  subsequent 
legislation. 


11.  Not  enacted.  (See  Recommenda- 
tion B.,  3) 


12.  Recommendation  with  regard  to 
cash  benefits  program  reflected  in  1972 
legislation. 

See  9  above  with  regard  to  valuation 
period  for  hospital  insurance  program. 
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Consumer  price  index  (CP I). — -The  index  published  monthly  by  the  Bureau  of 
Labor  Statistics  of  the  Department  of  Labor,  which  is  used  to  measure  average 
changes  in  prices  of  goods  and  services  usually  bought  by  urban  wage  earners 
and  clerical  workers.  The  social  security  law  provides  for  automatic  increases  in 
benefits  to  take  account  of  increases  in  the  CPL  The  first  such  increase  will  be 
effective  for  June  1975. 

Contribution  and  benefit  base. — The  maximum  amount  of  a  worker's  annual 
earnings  on  which  social  security  contributions  are  paid  and  which  is  counted  in 
figuring  social  security  benefit  amounts.  In  1975,  the  base  is  $14,100  and  will 
automatically  increase  in  the  future  as  average  covered  wages  of  all  employees 
increase. 

Covered  earnings. — The  amount  of  a  worker's  earnings  in  employment  or  self- 
employment  that  is  covered  under  the  social  security  program  up  to  the  amount 
of  the  contribution  and  benefit  base  for  a  given  year. 

Disability  insurance  benefit. — The  social  security  benefit  payable  to  a  disabled- 
worker  beneficiary  based  on  his  or  her  covered  earnings. 

Earnings  test. — See  "retirement  test." 

Old-age  insurance  benefit. — The  social  security  benefit  payable  to  a  retired- 
worker  beneficiary  based  on  his  or  her  covered  earnings. 

OASDI. — Old-age,  survivors,  and  disability  insurance;  the  cash  benefits 
portion  of  the  social  security  program. 

Percent  of  taxable  payroll. — The  long-range  cost  of  the  social  security  program 
or  of  changes  therein  expressed  as  a  proportion  of  the  average  of  all  covered 
earnings  over  the  75-year  valuation  period  for  which  cost  estimates  are  made. 
(This  concept  is  discussed  in  further  detail  on  page  94  in  the  report  of  the  Sub- 
committee on  Finance.) 

Primary  benefit. — The  social  security  benefit  based  on  a  w^orker's  covered 
earnings  that  is  payable  to  the  worker;  an  old-age  or  disability  insurance  benefit. 

Primary  insurance  amount  (PI A). — The  amount  on  which  all  earnings-related 
social  security  benefits  are  based.  A  worker's  PIA  is  derived  from  his  average 
monthly  earnings  under  social  security.  A  worker's  disability  benefit  or  his  old- 
age  benefit  at  age  65  is  equal  to  100  percent  of  his  PIA.  Eligible  dependents  and 
survivors  get  benefits  equal  to  various  percentages  of  the  worker's  PIA. 

Replacement  rate  (also,  ''replacement  ratio"). — The  percentage  of  a  worker's 
earnings  in  the  year  prior  to  becoming  a  beneficiary  that  are  replaced  by  his 
social  security  benefit.  Other  measures  of  recent  preretirement  earnings  could, 
of  course,  be  used  but,  for  uniformit}'  and  convenience,  the  year  before  entitle- 
ment is  used  in  this  report. 

Retirement  test. — The  provision  in  the  social  security  law  under  which  some  or 
all  benefits  are  withheld  if  a  person  has  earnings  in  a  year  that  exceed  a  specified 
amount  ($2,520  for  1975).  (The  amount  is  automatically  adjusted  periodically 
based  on  increases  in  general  earnings  levels.) 

Secondary  benefit. — A  benefit  based  on  a  worker's  covered  earnings  that  is 
payable  to  a  member  of  his  family;  a  social  security  benefit  payable  to  a  person 
based  on  someone  else's  covered  earnings. 

Taxable  payroll. — Total  amount  of  wages  and  self-emploj-ment  income,  up 
to  the  contribution  and  benefit  base  for  each  worker,  that  is  subject  to  social 
security  contributions. 

Total  earnings  in  covered  employment. — The  combined  total  of  all  earnings  of 
employees  and  the  self-employed  in  work  covered  by  the  social  security  program 
in  a  given  year  without  regard  to  the  prevailing  contribution  and  benefit  base. 
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